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LETTER  OF  TRANSMITTAL 

The  White  House, 
IVashington,  D.  C.,  July  30,  1948. 
The  Honorable  the  President  op  the  Senate, 

The  Honorable  the  Speaker  of  the  House  of  Representatives. 

Sirs:  I  am  presenting  herewith  a  Midyear  Economic  Rejxirt  to  the 
Congress.  This  is  supplementary  to  the  Economic  Report  of  the  President 
of  January  14,  1948,  and  is  transmitted  in  accordance  with  section  3  (b) 
of  the  Employment  .Act  of  1946. 

In  preparing  this  report  I  have  had  the  advice  and  assistance  of  the 
Council  of  Economic  Advisers,  members  of  the  Cabinet,  and  heads  of 
independent  agencies. 

Togetlier  with  this  repiort,  I  am  transmitting  a  rejxjit.  The  Economic 
Situation  at  Midyear  1948,  prepared  for  me  by  the  Council  of  Economic 
Advisers  in  accordance  with  section  4  (c)  (2)  of  the  Employment  Act  of 
1946. 

Respectfully, 
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To  the  Congress  of  the  United  States: 

ON  January  14,  1948,  I  transmitted  to  the  Congress  my  annual  Eco¬ 
nomic  Report  under  the  Employment  Act  of  1946.  At  the  present 
stage  in  economic  affairs  it  is  again  desirable  that  the  Congress  and  the 
country  be  presented  with  an  up-to-date  survey  of  the  economic  situation, 
the  difficulties  it  presents,  and  the  solutions  called  for.  This  Midyear  Eco¬ 
nomic  Report  is  transmitted  to  the  Congress  for  that  purpose, 

A  Time  for  Action 

IN  the  years  since  the  end  of  hostilities  in  World  War  II,  the  American 
economy  has  offered  an  impressive  display  of  inherent  strength  and  elas¬ 
ticity.  More  than  10,000,000  veterans  have  been  smoothly  absorbed  into 
the  activities  of  the  business  world.  Month  after  month,  the  labor  force 
has  been  employed  at  a  level  which  but  few  were  willing  to  forecast.  In 
spite  of  high  living  costs,  our  people  continue  to  enjoy  high  standards 
of  living.  The  income  of  American  consumers,  and  the  resources  of 
American  business,  furnish  the  basis  for  sustained  markets.  Our  financial 
condition  is  strong.  A  national  debt  of  tremendous  size  has  been  managed 
so  skillfully  that  we  are  prone  to  treat  too  lightly  the  problems  which  it 
still  offers. 

But  our  present  prosperity  should  not  blind  us  to  the  growing  threats 
to  our  well-being.  Repeatedly,  I  have  called  attention  to  the  developing 
inflationary  conditions  which  endanger  both  our  domestic  strength  and 
our  place  in  world  affairs.  In  addition,  recent  events  have  forced  us  into 
a  preparedness  program  adding  to  the  strains  upon  our  home  economy, 
and  making  it  even  more  imperative  that  we  act  with  courage  and  dispatch. 
In  my  recent  message  to  *hc  Congress  upon  the  opening  of  the  special 
session,  I  again  advised  the  Congress  of  the  dangers  that  we  face,  and  made 
recommendations  to  meet  them. 

I  must  emphasize  that  the  course  of  inflation  does  not  run  according 
to  any  set  schedule.  Until  the  very  eve  of  an  economic  collapse  many 
people  are  apt  to  grow  more  and  more  confident  about  the  soundness  of  the 
economy  and  the  indefinite  continuance  of  the  boom.  It  may  not  be  true 
that  “a  boom  is  always  followed  by  a  bust,”  as  many  students  of  business 
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affairs  frequently  say.  But  it  would  be  reckless  to  assume  that  the  bust  will 
not  happen  if  we  neglect  action  to  control  the  boom. 

For  2  years,  it  has  been  asserted  that  if  matters  were  left  alone  there  would 
be  so  great  an  increase  in  production  that  it  would  take  care  of  prices. 
Increasing  the  supply  of  goods  is,  indeed,  to  be  sought  through  every  prac¬ 
ticable  means.  But,  historically,  no  important  inflation  has  been  cured  in 
that  manner.  Nor  has  this  one,  despite  the  fact  that  every  factor  of  high 
profits,  heavy  market  demand,  and  large  funds  available  for  investment 
has  been  favorable  to  the  expansion  of  production. 

The  policy  proclaimed  in  the  Employment  Act  requires  us  to  devise  and 
adopt  positive  measures  to  stop  this  inflation  and  secure  relative  stabiliza¬ 
tion.  It  is  not  too  late  for  preventive  measures,  and  we  are  not  yet  forced 
by  the  tragic  consequences  of  depression  to  adopt  measures  which  would 
interfere  with  our  free  economy  far  more  than  would  any  or  all  of  the 
measures  I  have  proposed.  I  realize  that  the  anti-inflationary  program  I 
have  offered  will  impede  some  business  plans,  will  curb  some  profit  oppor¬ 
tunities,  and  may  limit  some  wage  advances.  It  is  of  the  very  essence  of 
a  plan  to  counteract  inflation  that  this  be  done.  All  groups  will  ultimately 
benefit  when  it  is  done. 

The  Economic  Situation  in 
Summary 

The  recommendations  that  I  have  made  for  dealing  with  inflation 
are  based  up)on  a  candid  look  at  the  whole  economic  situation  as  it 
has  developed  over  the  past  6  months,  and  upon  a  careful  analysis  of  where 
this  situation  may  lead  us  if  we  do  not  act  in  time.  Below  I  summarize 
what  seem  to  me  to  be  the  points  of  greatest  significance  in  this  situation 
and  this  analysis.  A  mo^e  detailed  examination  of  the  facts,  and  a  more 
extended  analysis,  is  contained  in  a  report  on  The  Economic  Situation 
at  Midyear  1948,  prepared  for  me  by  the  Council  of  Economic  Advisers, 
which  I  am  transmitting  to  the  Congress  along  with  this  Midyear  Economic 
Report. 

Employment  in  the  first  half  of  this  year  ran  continuously  above  the 
level  of  a  year  ago.  Some  850,000  workers  were  added  to  the  labor  force, 
yet  unemployment  in  June  was  only  2.2  million — 400,000  less  than  a  year 
earlier.  June  civilian  employment  set  a  new  record  of  61.3  million. 

Industrial  production  reached  a  new  postwar  peak  in  February  and,  after 
the  work  stoppage  in  coal  mining,  approached  it  again  in  June.  Improved 


industrial  relations  and  high  business  confidence  reinforced  by  increased 
Government  commitments  for  foreigpi  aid  and  defense  give  promise  of  con¬ 
tinuing  high-level  output  for  the  rest  of  the  year. 

Agricultural  production  ran  below  the  level  of  the  first  half  of  last  year 
because  smaller  numbers  of  livestock  and  tight  feed  supplies  have  reduced 
the  output  of  most  livestock  products.  At  midyear,  our  second  largest  wheat 
crop  was  being  harvested,  and  generally  favorable  crop  reports  were  high¬ 
lighted  by  an  indicated  production  of  over  3.3  billion  busheb  of  com — a 
new  record.  While  such  a  crop  could  not  remedy  the  meat  shortage  during 
the  rest  of  this  year,  it  would  provide  the  basis  for  more  ample  supplies  of 
livestock  products  in  1949  and  thereafter. 

Gross  national  product  reached  a  new  high  of  246.5  billion  dollars  per 
year  during  the  first  half  of  1948,  reflecting  some  increase  in  production  but 
mostly  the  rise  in  prices. 

Consumer  income  ran  at  an  annual  rate  of  about  208  billion  dollars,  com¬ 
pared  with  195  billion  in  1947.  Consumer  income  after  taxes  increased 
from  a  rate  of  174  billion  dollars  to  a  rate  of  186  billion. 

Consumer  expenditure,  as  a  result  of  some  buyer  hesitation  in  the  first 
quarter,  increased  less  than  disposable  income,  leaving  a  small  increase  in 
net  consumer  saving. 

The  distribution  of  income,  according  to  the  most  recent  data,  has  changed 
but  little  since  1946.  A  survey  of  families,  however,  showed  half  the 
Nation’s  consumer  spending  units  falling  substantially  behind  in  the  race 
of  incomes  with  living  costs  during  1947.  One-fourth  of  the  family  units 
spent  more  than  they  earned.  Low-income  {people  were  spending  past 
savings  predominantly  for  current  expenses,  higher-income  people  more 
often  spending  theirs  for  durable  goods  or  converting  them  into  residential 
or  business  investments. 

Consumer  credit  continued  to  expand  during  the  first  half  of  1948. 

Business  investment  took  a  larger  share  of  the  national  output  in  the 
first  half  of  1948  than  during  1947.  Equipment  outlays  have  been  excep¬ 
tionally  high  since  the  war;  plant  construction  expenditures  have  increased 
less  strikingly.  Present  indications  are  that  such  outlays  will  continue 
high  throughout  the  rest  of  the  year.  Nonfarm  inventories  increased  mark¬ 
edly  during  the  first  quarter  of  the  year,  when  sales  lagged,  but  leveled 
off  in  the  second  quarter  as  sales  picked  up. 

Profits  exceeded  last  year’s  average,  reflecting  high  prices  for  a  high 
volume  of  output.  First  quarter  data,  however,  indicated  a  drop  in  profits 
of  small  manufacturing  firms. 

Residential  construction  is  expected  to  increase  the  total  supply  of 
dwelling  units  by  more  than  a  million  during  1948.  This  high  output  has 


been  accompanied  by  an  increase  in  costs  that  is  outrunning  consumers’ 
ability  to  pay  for  the  housing  they  need. 

Net  foreign  investment,  at  less  than  half  the  rate  of  the  last  quarter  of 
1947,  in  part  reflected  decreases  in  exports  and  increases  in  imports  in  our 
trade  with  all  continents.  The  foreign  aid  program  will  increase  our  surplus 
of  exports  during  the  rest  of  the  year. 

The  Federal  cash  surplus  during  the  first  half  of  1948  amounted  to  7.6 
billion  dollars.  Receipts  ran  7  percent  higher  than  last  year,  payments 
9  percent  lower.  The  reduction  in  income  taxes  and  the  increase  in  ex¬ 
penditures  for  defense  and  foreign  aid  will  virtually  eliminate  the  surplus 
for  the  second  half  year.  The  Federal  debt  was  reduced  about  5  billion 
dollars  during  the  first  half  of  the  year,  bringing  it  down  to  252  billion 
dollars. 

State  and  local  government  expenditures  have  overtaken  revenues,  and 
deficits  are  likely  to  increase. 

Prices  rose  after  a  decline  in  February.  Many  farm  prices  regained  or 
surpassed  their  earlier  levels  and  industrial  prices  resumed  their  climb.  By 
midyear,  price  increases  appeared  to  be  accelerating.  The  index  of  con¬ 
sumers’  prices  has  now  reached  an  all-time  high. 

Wages  continued  the  third  round  of  increases  that  began  last  fall  though 
interrupted  by  the  break  in  commodity  prices.  Most  of  the  third  round  in¬ 
creases  have  roughly  corresponded  to  the  rise  in  cost  of  living  since  the  pre¬ 
vious  contract. 

Foreign  aid  and  defense  expenditures  during  the  present  fiscal  year  will 
increase  pressure  on  the  domestic  economy.  New  defense  expenditures 
will  not  be  great  during  the  next  few  months,  but  will  rise  thereafter.  Both 
programs  have  a  special  impact  upon  such  short-supply  items  as  steel,  other 
metals,  and  farm  machinery,  and  will  draw  increasingly  upon  our  already 
fully  employed  labor  force.  More  adequate  allocation  authority  is  needed 
if  we  are  to  avoid  progressively  more  serious  disruptive  effects  of  these 
programs  up>on  supplies,  prices,  and  the  organization  of  production. 

The  reduction  in  income  taxes  will  reduce  Federal  revenues  by  about 
5  billion  dollars  at  the  same  time  that  expenditures  will  be  substantially 
increasing  under  the  new  programs.  The  deflationary  influence  of  recent 
Government  cash  surpluses  will  thus  be  replaced  by  the  inflationary  influence 
of  additional  expenditures  on  the  part  of  consumers  whose  tax  burdens  are 
reduced. 

The  general  outlook  as  to  inflation  shows  conflicting  influences.  On 
the  one  side,  the  supply  situation  in  a  number  of  inductries  is  improved 
over  a  year  ago.  Bountiful  crops  are  in  prospect.  Postwar  expansion  pro¬ 
grams  are  nearing  completion  in  many  lines  of  production,  and  we  should 
experience  a  gradual  increase  in  output  from  an  enlarged  and  modernized 
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I  industrial  plant.  Commendable  caution  continues  to  be  shown  by  busi- 
!  ness  in  avoiding  speculative  overexpansion,  and  many  leaders  in  both 
’  industry  and  labor  can  be  applauded  for  the  conscious  restraint  they  have 
exhibited  in  their  pricing  policies  and  wage  demands, 
i  The  immediate  situation  is  dominated,  however,  by  three  interacting 
I  processes  making  for  continued  inflation.  First,  consumer  demand  for 
<  goods  and  services,  business  demand  for  investment  goods,  and  demands 
l|  arising  from  expanding  Government  defense  and  foreign  aid  programs 
press  strongly  upon  production.  Second,  we  are  currently  in  the  midst 
of  a  round  of  substantial  wage  and  price  increases  in  major  basic  indus¬ 
tries.  These  developments  foreshadow  continuing  and  ramifying  effects 
on  cost  structures  and  prices  in  many  related  lines  of  production,  on  the  cost 
of  living,  and  on  further  wage  demands.  Third,  credit  expansion,  partly 
a  cause  and  partly  a  result  of  inflation,  still  persists. 

The  facts  add  up  to  a  clear  and  disconcerting  conclusion.  In  spite  of 
some  favorable  factors,  we  are  in  the  very  midst  of  gathering  inflationary 

!  forces,  which  day  by  day  are  imposing  additional  hardships  upon  count¬ 
less  families,  and  day  by  day  are  undermining  the  foundations  of  the  re¬ 
markably  high  level  of  postwar  prosperity  that  we  have  thus  far  maintained. 
I  The  hard  facts  of  today  leave  no  room  for  complacency.  Though  most 
^  people  arc  optimistic  about  the  immediate  business  outlook,  lasting  pros- 
|)erity  is  not  assured.  Even  in  the  midst  of  the  present  prosperity,  the 
,  average  American  sees  that  the  value  of  his  accumulated  savings  has 
1  declined,  and  that  many  of  his  neighbors  living  on  pensions  or  fixed  salaries 
1  are  actually  worse  off  than  they  were  a  year  ago.  Looking  abroad,  we 
see  that,  despite  great  progress,  many  countries  are  still  far  below  the  living 
standards  needed  for  sustained  production  and  are  dependent  on  outside 
’  help  for  any  hope  of  further  advance.  We  must  be  on  our  guard  lest  our 
national  prosperity  and  security  be  undermined  by  inflation  at  home  or 
j  by  misery  abroad. 

j  Our  American  prosperity  dejjends  in  part  on  world  events,  but  far  more 
■  on  our  own  action  or  inaction  right  here  at  home.  More  than  90  percent 
of  all  the  goods  and  services  that  we  produce  are  for  domestic  purposes. 

But  thus  far  we  have  shown  a  blind  disregard  of  the  dangers  that  beset 
our  path.  Despite  my  repeated  warnings  and  recommendations,  we  have 
not  adopted  adequate  legislation  for  controlling  inflation.  The  failure  to 
control  inflation  effectively  in  the  past  makes  it  increasingly  urgent  that  we 
adopt  and  apply  vigorous  measures  to  guide  us  safely  from  the  uneven  post¬ 
war  boom  to  an  era  of  sustained  and  stable  prosperity. 

We  are  now  challenged  to  carry  out  the  pledge  to  the  American  people 
contained  in  the  Employment  Act  of  1946  that  it  shall  be  the  policy  of  our 
Government  to  “utilize  all  its  plans,  functions,  and  resources  *  ♦  *  to 
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promote  maximum  employment,  production,  and  purchasing  power,”  in 
an  economy  of  free  competitive  enterprise. 

It  is  no  less  important  to  take  action  to  forestall  a  business  collapse  than 
it  is  to  use  Government  measures  to  overcome  a  depression  once  it  has 
arrived.  Our  success  in  this  effort  is  essential  for  the  reconstruction  of  a 
peaceful  world. 
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Recommended  Program 

(Excerpt  from  the  President’s  Message  to  the  Congress,  July  27,  1948) 

Positive  action  by  this  Government  is  long  overdue.  It  must  be  taken 
now. 

I  therefore  urge  the  Congress  to  take  strong,  positive  action  to  control 
inflation.  I  have  reexamined  the  anti-inflation  program  I  proposed  to 
the  Congress  8  months  ago.  In  its  essentials  that  program  is  as  sound 
now  as  it  was  then.  It  has  Ix^en  revised  and  strengthened  in  the  light  of 
changing  circumstances.  The  program  I  now  propose  is  as  follows: 

First,  I  recommend  that  an  excess-profits  tax  be  reestablished  in  order 
to  provide  a  Treasury  surplus  and  provide  a  brake  on  inflation. 

Second,  I  recommend  that  consumer  credit  controls  be  restored  in  order 
to  hold  down  inflationary  credit. 

Third,  I  recommend  that  the  Federal  Reserve  Board  be  given  greater 
authority  to  regulate  inflationary  bank  credit. 

Fourth,  I  recommend  that  authority  be  granted  to  regulate  spteculation 
on  the  commodity  exchanges. 

Fifth,  I  recommend  that  authority  be  granted  for  allocation  and  inven¬ 
tory  control  of  scarce  commodities  which  basically  affect  essential  industrial 
production  or  the  cost  of  living. 

Sixth,  I  recommend  that  rent  controls  be  strengthened,  and  that  adequate 
appropriations  be  provided  for  enforcement,  in  order  to  prevent  further 
unwarranted  rent  increases. 

Seventh,  I  recommend  that  stand-by  authority  be  granted  to  ration  those 
few  products  in  short  supply  which  vitally  affect  the  health  and  welfare 
of  our  people.  On  the  basis  of  present  facts,  and  unless  further  shortages 
oceur,  this  authority  might  not  have  to  be  used  at  all. 

Eighth,  I  recommend  that  price  control  be  authorized  for  scarce  com¬ 
modities  which  basically  affect  essential  industrial  production  or  the  cost 
of  living.  I  have  said  before,  and  I  repeat,  that  many  profit  margins  have 
been  adequate  to  absorb  wage  increases  without  the  price  increases  that 
have  followed.  Rising  wages  and  rising  standards  of  living,  based  on  in¬ 
creasing  productivity  and  a  fair  distribution  of  income,  is  the  American 
way.  Noninflationary  wage  increases  can  and  should  continue  to  be  made 
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by  free  collective  bargaining.  Where  the  Government  imposes  a  price 
ceiling,  wage  adjustments  which  can  be  absorbed  within  the  price  ceiling 
should  not  be  interfered  with  by  the  Government.  The  Government  should 
have  the  authority,  however,  to  limit  wage  adjustments  which  would  force 
a  break  in  a  price  ceiling,  except  where  wage  adjustments  are  essential  to 
remedy  hardship,  to  correct  inequities,  or  to  prevent  an  actual  lowering 
of  living  standards. 

The  measures  I  have  recommended  make  up  a  balanced  program  to 
attack  high  prices.  They  are  all  necessary  to  check  rising  prices  and  safe¬ 
guard  our  economy  against  the  danger  of  depression.  If  they  arc  made 
the  first  order  of  business  by  the  Congress,  as  they  should  be,  they  can  be 
promptly  enacted.  Every  week  of  delay  will  mean  additional  hardship  for 
the  American  people. 
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LETTER  OF  TRANSMITTAL 


Council  of  Economic  Advisers, 

Washington,  D.  C.,  July  22,  1948. 

The  President: 

Sir:  The  Council  of  Economic  Advisers  herewith  submits  a  report,  The 
Economic  Situation  at  Midyear  1948,  in  accordance  with  section  4  (c)  (2) 
of  the  Employment  Act  of  1946. 

Respectfully, 

i  - 

Chairman. 
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I.  Employment,  Production,  and 
Purchasing  Power 

WE  enter  the  second  half  of  1948  with  our  labor  force  fully  employed, 
with  total  production  high,  and  with  inflationary  pressures  con¬ 
tinuing.  A  review  of  some  major  economic  events  of  the  first  half 
of  1948  will  indicate  where  we  stand  and  what  trends  can  be  foreseen. 

THE  COURSE  OF  EMPLOYMENT 

The  employment  situation  has  continued  strong,  with  the  demand  for 
labor  SO  active  that  a  relatively  large  inflow  of  additional  workers  was 
readily  absorbed.  There  were  about  850,000  more  workers  in  the  labor 
force  in  the  first  half  of  1948  than  a  year  ago,  nearly  double  the  rise  that 
would  have  been  expected  on  the  basis  of  population  changes  and  prewar 
trends.  This  increase  was  due  mainly  to  the  abundance  of  job  oppor¬ 
tunities  at  good  wages,  but  it  also  appears  that  the  pressure  of  living  costs 
induced  many  housewives  and  teen-agers  to  seek  jobs. 

Total  nonagricultural  employment  rose  to  record  peacetime  levels,  while 
agricultural  employment  was  somewhat  below  1947.  In  June,  civilian 
employment  stood  at  61.3  million,  compared  with  60.1  million  a  year  earlier. 
(Sec  chart  1  and  appendix  C,  table  7.)  Thus,  “sixty  million  jobs”  becomes 
a  floor  to  be  protected  by  every  means  possible  in  the  future,  no  longer  an 
objective  that  the  faint-hearted  said  our  business  enterprise  could  not  attain. 

With  more  than  61  million  in  civilian  employment,  the  unemployment 
figures  have  continued  low.  There  were  2.2  million  persons  unemployed  in 
June  of  this  year,  compared  with  2.6  million  in  June  1947.  While  some 
workers  in  certain  areas  had  difficulty  in  finding  suitable  work,  there  has 
been  no  general  unemployment  problem.  In  fact,  some  employers  have 
continued  to  have  trouble  in  securing  the  types  of  labor  they  needed. 

The  broad  underlying  demand  for  additional  workers  has  been  felt  in 
almost  all  major  lines.  Construction  has  been  setting  the  pace,  but  sig¬ 
nificant  gains  have  occurred  also  in  manufacturing,  finance,  and  services. 
Employment  in  mining,  transportation  and  public  utilities,  and  government 
has  changed  little.  (See  appendix  C,  table  8.) 


On  the  other  hand,  the  leather  industry  experienced  a  greater  than  usual 
seasonal  downturn  this  spring,  followed  by  a  substantial  recovery  in  June. 
Employment  in  the  rubber  industry  has  been  declining  steadily,  averaging 
about  10  percent  below  the  first  half  of  1947. 


LABOR  FORCE 

Civilian  employment  in  June  exceeded  61  million  for  the  first  time. 
Unemployment  continued  at  o  very  low  level. 
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THE  COURSE  OF  PRODUCTION 


Total  production  has  maintained  very  high  levels.  The  output  of  in¬ 
dustrial  goods  (including  minerals  and  manufactured  goods)  for  the  6 
months  was  not  quite  3  percent  above  the  1947  average  level.  (Sec  chart 
2  and  appendix  C,  tables  11  and  12.)  As  to  particular  industries,  the 
volume  of  construction  and  the  output  of  electric  and  gas  utilities  have 
both  been  running  considerably  higher  than  last  year.  Transportation 
just  about  equaled  the  levels  of  a  year  ago.  Basic  Industries  such  as  steel, 
chemicals,  and  construction  have  operated  close  to  present  capacities.  The 
petroleum  industry  has  had  difficulty  keeping  up  with  demand  even  though 
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4^  running  with  wide  open  throttle.  Consumers’  goods  continued,  in  general, 

)at  high-level  production. 

The  short  com  crop  of  1947  resulted  in  a  tight  feed  situation  and,  in 
I  combination  with  declining  numbers  of  livestock,  led  to  reduced  market- 
j  ings  of  livestock  products  in  the  first  half  of  1948.  The  total  volume 
1  of  farm  marketings  in  the  first  half  of  this  year  was  about  7  percent  below 
i  the  level  of  a  year  earlier. 

I  The  output  of  goods  would  have  been  even  higher  but  for  certain  specific 
I  shortages — notably  of  fuel,  electric  power,  freight  cars,  and  steel.  These 

shortages  continue  to  impede  expansion,  but  there  has  been  some  improve¬ 
ment  over  1947. 

I  While  industrial  disputes,  particularly  in  coal  mining,  reduced  output 
1  considerably  in  March  and  April,  the  return  of  coal  mining  to  normal 
j  operation  has  resulted  in  a  substantial  improvement  in  industrial  output 
,  during  May  and  June.  By  midyear,  industrial  production  approximately 
i  regained  the  postwar  peak  reached  in  February.  The  fragmentary  evi- 
I  dence  available  indicates  some  improvement  in  labor  productivity  during 
J  the  first  half  of  1948. 

J  PRODUCTION  PROSPECTS 

I  The  heavy  demands  of  consumers,  business,  government,  and  foreign 
buyers  for  the  output  of  American  farms  and  industries  emphasize  the 
i  urgent  need  to  expand  production.  The  production  outlook  for  the  coming 
^  half  year  is  good,  but  not  significantly  better  than  in  the  last  half  of 
I  1947  or  the  first  half  of  this  year. 

Since  we  are  currently  operating  at  ma.ximum  employment  and  maximum 
capacity  in  most  fields,  any  further  increase  in  production  is  dependent 
I  largely  upon  increased  efficiency  and  improved  technology.  Such  gains 
cannot  be  very  great  in  the  short  span  of  a  few  months  or  a  single  year. 
Other  factors  such  as  weather,  industrial  relations,  and  business  psychology 
arc  likely  to  have  a  far  more  influential  short-run  effect. 

On  these  counts,  the  immediate  prospect  seems  promising.  Industrial 
relations,  while  disturbed  in  some  industries,  promise  to  be  better  than 
they  were  in  the  first  half  of  the  year,  particularly  since  relatively  few 
major  wage  contracts  come  up  for  negotiation  in  the  late  summer  and  fall. 
Forward  commitments  under  the  foreign  aid  and  defense  programs,  added 
to  the  vigor  of  the  domestic  market,  give  confidence  to  merchants,  manu- 

Ifacturers,  and  bankers. 

In  June  19*18,  there  were  2.2  million  more  persons  working  in  nonagri- 
cultural  employment  than  a  year  ago.  The  flow  of  materials,  while  still 
not  adequate  in  the  durable  goods  fields,  should  permit  production  to  pro- 
j  ceed  with  fewer  interruptions  than  we  have  witnessed  during  the  past 
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CHART  2 

INDUSTRIAL  PRODUCTION 

Industrial  production  has  remained  fairly  steady  since 
last  September. 


PERCENT  OF  I93S-39  AVERAGE,  SEASONALLY  AOJUSTEO 


TOTAL 

INDUSTRIAL  PRODUCTION 


DURABLE  MANUFACTURES 


NONDURABLE  MANUFACTURES 
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year.  I'hcre  is  a  likelihood  that  nonagricultural  production  in  the  second 
half  of  the  year  may  be  slightly  higher  than  it  was  in  the  first  half. 

In  agriculture,  the  season  of  damaging  floods  is  past,  and  present  crop 
prospects  arc  excellent.  If  the  favorable  weather  we  have  enjoyed  so  far 
this  season  should  continue,  we  may  hope  for  a  record-breaking  com  crop 
and  a  general  level  of  crop  production  rivaling  1946,  the  best  previous  year. 

Animal  products  present  a  dififerent  picture.  The  number  of  cattle 
on  farms  and  ranches  has  been  declining  since  1945.  Dairy-cow  numbers 
are  down  to  prewar  levels.  Sheep  numbers  are  the  lowest  in  over  75  years. 
There  arc  fewer  hogs  on  farms  than  last  year,  and  the  spring  pig  crop  was 
down  3  percent.  The  numbers  both  of  laying  hens  and  of  young  chickens 
are  lower  than  a  year  ago.  The  combination  of  the  reduced  livestock 
{X)pulation  and  the  continuing  tight  feed  supply  means  inevitably  that 
the  output  of  most  livestock  products  will  continue  to  run  less  than  last 
year,  until  some  months  after  the  new  com  crop  comes  in  this  fall. 

Favorable  crops  may  more  than  ofTset  the  unfavorable  livestock  pros¬ 
pect  to  make  the  total  output  of  our  farms  somewhat  higher  than  last 
year.  But  in  the  case  of  crops  especially,  much  of  this  year’s  production 
does  not  come  to  market  until  next  year.  A  bumper  com  crop  may  even 
reduce  this  year’s  meat  production  by  encouraging  holding  animals  over 
for  heavier  feeding.  Consequently  farm  marketings,  in  physical  terms, 
will  continue  to  mn  less  than  a  year  ago.  For  1948  as  a  whole,  they  will 
probably  be  down  3  or  4  percent.  Domestic  consumption  of  food  for 
1948  will  show  about  the  same  decrease,  around  3  percent  on  a  per  capita 
basis.  Food  exports  will  be  down  somewhat,  but  the  reduction  will  be 
chiefly  in  cereals  and,  to  a  smaller  degree,  in  edible  fats  and  oils.  Meat 
and  most  other  livestock  products,  the  shortage  of  which  will  be  most  keenly 
felt  in  coming  months,  have  been  exported  in  only  relatively  minor  amounts. 

Domestic  food  consumption  will  continue  above  prewar  leveb.  But  in 
relation  to  p)ostwar  levels  of  demand  we  must  exjiect,  during  the  remainder 
of  1948,  a  relatively  tight  supply  of  food,  which  is  the  largest  component 
in  the  workers’  cost  of  living. 

THE  FLOW  OF  GOODS  AND  PURCHASING  POWER 

The  gross  national  product,  that  is,  the  total  value  of  goods  and  services, 
which  ran  at  an  annual  rate  of  227.4  billion  dollars  during  the  first  half 
of  1947,  and  235.9  billion  during  the  second  half,  rose  to  an  annual  rate 
of  246.5  billion  during  the  first  half  of  1948.  (See  appendix  C,  table  1.) 
The  increasing  flow  of  income  and  expenditures  can  best  be  shown  in  the 
accounts  of  consumers,  domestic  business,  international  transactions,  and 
government. 
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Consumer  income,  expenditure,  and  saving 

Consumer  income.  Personal  income,  which  expanded  at  an  annual  rate 
of  nearly  10  billion  dollars  from  the  first  half  of  1947  to  the  second  half, 
leveled  off  in  1948  at  approximately  the  December  rate  of  208  billion 
dollars.  (See  appendix  C,  table  4.)  Employment  and  wage  rates  con¬ 
tinued  to  increase,  but  the  upward  trend  in  cash  farm  income  was  very  slight,  j 


Table  1 . — Ptr  capita  disposable  income,  current  dollars  and  1947  dollars 
Personal  income  after  taxes 


Period 

Current 

dollars 

1047  dollars ' 

1039 . 

(06 

S-W 

1046 . 

1, 127 

1,28.8 

Annual  rates,  seasonally  adjusted: 

1047— First  half . 

1,170 

1,208 

1,220 

1,200 

1948— First  half « . 

1,274 

1,200 

I  Deflated  by  the  consumers’  price  index,  which  does  not  fuiiy  reflect  changes  in  the  cost  of  iivinit  of  all 
groups  of  consumers.  ! 

*  Estimates  based  on  incomplete  data. 

Note.— The  flgures  in  this  table  are  ba.se<l  on  revised  estimates  and  are  dillorcnt  from  those  published  in 
previous  Economic  Reports  of  the  President. 

Sources:  Department  of  Commerce  and  Department  of  Labor.  (See  appendix  C,  table  0.) 

Real  per  capita  purchasing  power  dropped  from  1946  to  1947,  as  stated 
in  earlier  reports.  No  measurable  change  occurred  in  the  first  half  of  this 
year,  the  rise  in  the  ov’erall  average  of  money  income  per  person  being* 
just  about  offset  by  the  rise  in  retail  prices. 

In  a  period  of  rising  prices  and  high  living  costs,  the  distribution  of  ; 
consumer  income  becomes  increasingly  important.  Of  particular  signifi¬ 
cance  is  the  progressive  deterioration  in  the  economic  position  of  those 
individuals  and  families  whose  dollar  incomes  have  fallen  far  behind  in 
the  race  with  rising  prices.  Comprehensive  statistics  on  income  distribu-  : 
tion  for  the  first  half  of  this  year  are  not  available.  A  survey  comparing 
1946  and  1947  showed  that  30  percent  of  all  families  (spending  units) 
had  no  appreciable  increase  in  dollar  incomes  and  almost  20  percent  suf-  : 
fered  a  reduction,  during  a  period  when  consumer  prices  increased  nearly  ' 
15  percent. 

While  the  disappearance  of  large-scale  unemployment  and  the  increase 
in  the  number  of  gainfully  employed  persons  per  family  tended  to  narrow  , 
the  disparity  among  incomes  during  the  war  period  and  immediately  there-  | 
after,  this  trend  has  been  arrested  more  recently.  As  there  are  relatively  j 
more  people  with  fixed  incomes  in  the  lower  income  brackets  than  in  the  I 
higher  brackets,  the  favorable  effects  of  full  employment  upon  the  dis-  ^ 
tribution  of  income  have  been  offset  by  the  unfavorable  effects  of  inflation 
during  the  past  year.  Of  the  family  units  whose  dollar  incomes  remained  j 
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stationary  between  1946  and  1947,  according  to  the  same  survey,  two- thirds 
were  in  income  brackets  of  $3,000  or  less.  (See  appiendix  B,  table  3.)  In 
addition,  old  people  were  found  more  frequently  among  those  with  stable  or 
declining  incomes  than  among  those  with  increasing  incomes. 

Consumer  expenditures.  Consumer  expenditures  were  at  an  annual  rate 
of  about  174  billion  dollars  during  the  half  year,  compared  with  about 
168  billion  during  the  second  half  of  1947.  The  increase  was  slightly  less 
than  the  increase  in  income  after  taxes,  indicating  a  small  increase  in 
saving. 

The  first  quarter  of  1948  was  a  period  of  consumer  hesitation,  in  which 
purchasing  of  both  durables  and  nondurables  lagged.  In  the  second  quar¬ 
ter,  there  was  a  general  strengthening  of  consumer  demand.  This  reaction 
was  due  only  in  minor  degree  to  price  adjustments,  and  resulted  mainly 
from  a  general  feeling  that  prices  were  again  headed  upward  and  that  scar¬ 
cities  might  develop  from  the  unsettled  international  situation.  Tax  reduc¬ 
tion  exerted  some  further  stimulating  effect,  although  the  full  effect  on  con¬ 
sumer  disposable  income  will  not  be  felt  until  the  second  half  of  the  year. 
The  upturn  in  expenditures  was  marked  in  the  field  of  household  appliances, 
although  it  applied  generally  to  all  types  of  consumer  purchases. 

Consumer  saving.  Previous  reports  have  stressed  the  decline  in  the  rate 
of  net  consumer  saving  since  the  war  years.  They  have  pointed  out  that  as 
consumers  spent  an  increasing  proportion  of  their  incomes,  they  contributed 
to  inflationary  pressures  that  pushed  up  the  price  level.  At  the  same  time, 
the  process  of  inflation  was  itself  causing  many  families  to  save  less  in  order 
to  prevent  serious  impairment  of  their  standard  of  living. 

Estimates  for  the  past  1 2  months  seem  to  indicate  that  the  postwar  down¬ 
ward  trend  of  saving  has  been  interrupted,  although  the  nature  of  the 
statistical  methods  by  which  these  estimates  are  derived  is  such  that  no  great 
importance  can  be  attached  to  small  changes  in  percentages.  (See  chart  3 
and  appendix  C,  table  5.)  An  appraisal  of  the  significance  of  this  change 
requires  an  analysis  of  the  composition  of  saving  and  dissaving.  The  esti¬ 
mates  include  in  saving  such  items  as  the  purchase  of  homes  and  noncorpo¬ 
rate  business  investment,  and  it  is  chiefly  into  these  categories  that  the  in¬ 
creasing  volume  of  saving  appears  to  be  flowing.  The  rate  of  accumulation 
of  liquid  assets — cash,  bank  deposits,  and  Government  bonds — may  actually 
have  decreased.  (See  appendix  B,  table  4.)  It  is  savings  of  this  latter  type 
that  are  most  clearly  anti-inflationary. 

Furthermore,  aggregate  figures  of  net  consumer  saving  do  not  reveal  the 
numbers  of  families  who  spend  more  than  they  earn.  The  rise  in  the  cost 
of  living  is  causing  this  practice  among  many  low-income  families,  as  well 
as  many  large  families  and  families  of  fixed  income  in  the  middle-income 
groups.  In  the  immediate  postwar  period,  spending  in  excess  of  income  was 
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CHART  3 


EXHtNUI  C  OHtS 


CONSUMER  INCOME,  SPENDING, 

AND  SAVING 

Consumer  income  rose  more  than  spending  in  the  first 
half  of  1948 
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(concentrated  among  families  with  incomes  of  $3,000  or  less.  More  recently, 
as  durable  goods  have  become  available,  an  increasing  number  of  families 
with  incomes  up  to  $5,000  or  even  $7,500,  have  become  dissavers.  In  1947, 

(more  than  one-fourth  of  all  families  were  spending  more  than  they  earned. 
Closely  related  to  the  rate  of  and  distribution  of  saving  out  of  current 
earnings  is  the  ownership  of  liquid  assets.  Personal  holdings  of  liquid  assets, 
^  including  currency  and  deposits  in  banks  and  savings  and  loan  companies, 
and  Government  bonds,  were  172  billion  at  the  beginning  of  this  year.  This 
j  is  nearly  three  times  as  high  as  at  the  beginning  of  the  war  in  dollar  terms. 
Of  the  total  of  172  billion  dollars  of  personal  holdings,  about  22  billion 
were  in  the  control  of  trust  funds,  and  about  150  billion  in  the  hands  of 
individuals.  The  equity  of  individuals  in  private  insurance  is  now  over  51 
4  billion  dollars,  compared  with  27  billion  at  the  end  of  1939,  while  the  equity 
;|  in  the  Government  social-security  funds  has  risen  from  only  6  billion  dollars 
to  over  33  billion  now. 

Between  1946  and  1947,  there  was  a  small  increase  in  the  proportion  of 
the  population  owning  no  liquid  assets  at  all.  The  median  size  of  the  hold¬ 
ings  of  all  spending  units  was  $350  in  early  1948,  compared  with  $470  in 
1947.  As  shown  in  appendix  B,  table  8,  less  than  one-half  of  persons  with 
\  incomes  under  $1,000  had  either  liquid  assets  or  life  insurance,  and  42  per¬ 
cent  of  the  Nation’s  spending  units  had  no  liquid  assets  or  less  than  $200 
worth  of  liquid  assets,  early  this  year. 

Declines  in  liquid  asset  holdings  or  increases  in  debt  should  not  be  in¬ 
terpreted  as  indicating  distress  in  all  cases.  In  fact,  the  largest  reduction 
I  in  liquid  assets  has  been  made  by  families  in  the  middle  and  high-income 
M  brackets.  However,  available  data  indicate  that  families  in  the  lower- 
income  groujjs  in  70  jjercent  of  the  cases  reduced  their  liquid  assets  for  the 
purchase  of  nondurable  goods  and  services,  while  in  the  upjjer-income 
groups  the  purchase  of  houses  and  other  investments  were  a  particularly 
important  component.  Thus  to  a  considerable  extent  the  assets  at  the 
lower  end  of  the  income  scale  are  being  dissipated  by  current  living  expenses, 
while  those  in  the  upper-income  groups  are  being  converted  into  other 
types  of  property.  (See  appendix  B,  table  7.) 

In  line  with  recent  trends  in  the  distribution  of  saving  and  liquid  assets, 
consumer  credit  has  continued  to  expand  rapidly.  At  the  end  of  June 
1948,  the  total  amount  of  consumer  credit  outstanding  reached  the  record 
total  of  14  billion  dollars,  almost  3  billion  higher  than  a  year  ago.  (See 
appendix  C,  table  20.)  Although  the  amount  of  outstanding  consumer 
credit  is  not  lai^e  in  comparison  with  the  current  level  of  consumer  incomes, 
the  rapid  expansion  of  consumer  credit  continues  to  add  to  inflationary 
pressures. 
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Business  investment,  income,  and  financing 

Business  investment  as  a  whole  absorbed  an  even  greater  share  of  the 
total  national  output  of  goods  and  services  in  the  first  half  of  this  year  than 
in  1947.  The  expansion,  improvement,  and  replacement  of  productive 
facilities  and  housing,  and  the  enlargement  of  business  working  capital  to 
support  record  levels  of  output  and  sales,  continued  to  swell  the  demand 
for  goods  and  services  in  competition  with  the  demands  of  consumers. 
Government,  and  the  export  market. 

While  postwar  replenishment  of  depleted  inventories  is  by  and  large 
accomplished,  and  productive  capacity  has  been  adequately  expanded  in 
a  large  number  of  industries,  there  is  no  general  speculative  overexpansion 
of  inventories,  plant  and  equipment,  or  housing.  All  indications  for  the 
remainder  of  this  year  at  least  are  that  the  volume  of  business  investment 
will  continue  more  than  adequate  to  make  the  total  demand  for  goods  and 
services  match  the  supply  at  current  prices.  Shortages  and  inflation  will 
continue  to  be  the  dominant  concern.  This  will  be  true  even  if  inventory 
policies  remain  cautious  and  nonspcculative. 

Plant  and  equipment.  A  decade  and  a  half  of  subnormal  business  ex¬ 
pansion,  resulting  in  part  from  depression  and  war,  set  the  stage  for  heavy 
postwar  business  investment.  The  upward  trend  brought  plant  and  equip¬ 
ment  outlays  to  a  peak  in  the  latter  part  of  1947.  In  the  first  6  months 
of  1948,  such  outlays  totaled  8.9  billion  dollars.  This  represented  an 
annual  dollar  rate  nearly  double  that  of  1929,  25  percent  above  the  first 
half  of  1947,  and  3  percent  below  the  second  half.  (See  appendix  C, 
table  14.) 

The  postwar  plant  and  equipment  boom  has  shown  significant  changes 
of  pattern.  During  the  first  stages  of  reconversion,  the  intense  pressure  to 
replace  facilities  and  to  restore  civilian  output  took  precedence  over  the 
introduction  of  innovations.  More  recently,  there  has  been  increasing 
emphasis  upon  cost  reduction  and  the  substitution  of  new  products  and 
techniques.  As  table  2  shows,  expenditures  for  equipment  alone  have 
accounted  for  an  exceptionally  high  portion  of  total  plant  and  equipment 
outlays  and  of  gross  national  product  in  the  postwar  period.  Plant  con¬ 
struction  expenditures,  on  the  other  hand,  are  nov'  smaller  relative  to  gross 
national  product  than  in  any  year  from  1 920  through  1931.  Some  of  this  in¬ 
creased  emphasis  on  equipment  reflects  a  long-standing  trend.  Some  re¬ 
flects  the  fact  that  plant  construction  costs  have  risen  much  farther  above 
prewar  levels  than  equipment  prices. 

At  midyear,  the  short-run  outlook  is  for  continued  high  outlays  on  plant 
and  equipment.  The  foreign  aid  and  defense  programs,  though  slow  to 
affect  requirements  for  capital  goods,  have  firmed  up  business  confidence 
and  have  extended  expansion  plans  further  into  the  future.  Unfilled  orders 
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of  equipment  producers,  while  substantially  lower  than  in  the  middle  of 
^  last  year,  are  still  unusually  high  in  relation  to  sales  and  are  being  whittled 
down  very  slowly.  Conditions  in  individual  industries  vary,  but  the  overall 
rate  of  investment  in  plant  and  equipment  seems  limited  not  so  much  by 
demand  or  funds  as  by  the  supply  of  materials.  Surveys  of  business  inten¬ 
tions  indicate  that  the  dollar  rate  of  plant  and  equipment  investment  in 
the  second  half  of  1948  will  be  about  the  same  as  in  the  second  half  of  1947 
and  the  first  half  of  1948. 

*  The  longer-range  outlook  is  less  clear.  Whether  or  not  the  present  rate 
of  plant  and  equipment  investment  is  larger  than  could  or  should  continue 
over  the  long  run  is  a  question  to  be  answered  only  by  a  comprehensive 
J  and  dettailed  analysis  of  long-term  needs.  The  Council  of  Economic  Ad¬ 
visers  is  now  making  such  a  study. 

Table  2. — Private  outlays  Jot  new  nonfarm  plant  and  equipment  as  percent  of  gross  natiorud 

product 


j  Percent  of  gross  national  product 

Period 

Total  plant 
and  equip¬ 
ment 

Industrial, 
commercial, 
and  public 
utility  new 
construction 

Nonfarm 

producers’ 

durable 

equipment 

7.9 

3.0 

4.9 

1929 . . .  . 

9.2 

3.5 

5.  7 

5.7 

1.5 

4.2 

19;i3  .  . 

3.9 

1.0 

2,9 

3.8 

.8 

3.0 

194A  . 

7.6 

ZO 

5.  5 

1947  .  . 

8.8 

10 

6.8 

9.0 

10 

7.0 

>  I'reliminary  estimates  b8S«><!  on  rat*  of  inerra-v  from  1947  to  the  first  half  of  194S  In  the  plant  and  equip¬ 
ment  expenditures  made  Jointly  hy  the  Securities  and  F.xchanKe  Commission  and  the  Department  of 
Commerce.  (See  appendix  C,  table  14.) 

Note.— The  plant  and  equipment  expenditures  on  which  the  percentages  in  this  table  are  based  differ 
from  the  Securities  and  Exchange  Commission-Department  of  Commerce  series  primarily  because  certain 
plant  and  equipment  outlays  charged  to  current  account  are  included  in  the  former  and  excluded  from  the 
9^ri6A. 

Source:  Department  of  Commerce  (1919-47). 


Business  inventories.  During  the  first  quarter  of  1948,  the  book  value 
of  nonfarm  business  inventories  increased  about  3.8  billion  dollars,  com¬ 
pared  with  4.4  billion  in  the  first  quarter  of  1947.  Allowing  for  seasonal 
factors,  the  incmase  in  physical  volume  amounted  to  about  1.7  billion 
dollars  or  an  annual  rate  of  nearly  7  billion.  Stocks' of  finished  goods  in¬ 
creased  not  only  at  the  retail  level,  but  also  in  the  hands  of  producers.  The 
principal  cause  of  these  increases  was  a  more  than  seasonal  decline  in  sales. 
(For  detail  on  inventories  and  sales,  see  appendix  C,  tables  15  and  16.) 

In  the  second  quarter  of  1948,  more  favorable  market  conditions  and 
the  restriction  of  some  supplies  terminated  the  rise  in  the  volume  of  non¬ 
farm  inventories,  and  such  stocking-up  as  had  occurred  earlier  in  the 
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year  was  overtaken  by  rising  sales.  The  total  physical  volume  of  nonfarm 
inventories,  adjusted  for  seasonal  variation,  showed  practically  no  change. 
Present  business  policies  and  expectations  indicate  the  reestablishment  of 
a  moderately  rising  trend.  But  although  business  sentiment  has  improved, 
caution  in  forward  buying  has  continued.  There  is  little  indication  that 
inventories  generally  are  either  excessive  or  deficient  in  relation  to  current 
sales  levels,  though  they  would  soon  become  excessive  if  sales  should  decline 
materially. 

Business  income.  Profits  for  the  first  half  of  1948  were  at  levels  above 
the  average  of  1947,  the  previous  peak  year.  Preliminary  data  for  the 
first  half  year  indicate  that  corporate  profits  before  taxes  were  at  a  sea¬ 
sonally  adjusted  annual  rate  of  about  30.5  billion  dollars,  compared  with 
29.8  billion  in  1947  and  a  seasonally  adjusted  annual  rate  of  32.4  billion  in 
the  fourth  quarter  of  that  year.  Corporate  profits  after  taxes  thus  far 
in  1948  have  been  at  an  annual  rate  of  18.6  billion  dollars,  compared 
with  18.1  billion  in  1947  and  19.7  billion  after  seasonal  adjustment  in 
the  fourth  quarter.  (See  appendix  C,  table  24.)  These  profits  after 
taxes  in  1948  represented  a  return  of  about  9  percent  on  net  worth  and 
about  5  percent  on  sales,  compared  with  about  9.5  percent  on  net  worth 
and  about  5  percent  on  sales  in  1947. 

The  net  income  of  unincorporated  business  and  the  professions  in  the 
first  half  of  1948  was  at  an  annual  rate  of  26.2  billion  dollars,  compared 
with  24.4  billion  for  1947  as  a  whole  and  an  annual  rate  of  25.9  billion  in 
the  fourth  quarter.  (See  appendix  C,  table  3.)  In  addition  net  farm 
income  was  running  at  an  annual  rate  of  18.1  billion  dollars  during  the 
first  half  of  this  year,  compared  with  about  15.6  billion  for  1947  as  a  whole 
and  an  annual  rate  of  16.5  billion  in  the  fourth  quarter.  These  estimates 
of  net  farm  income  reflect  an  unusually  large  statistical  adjustment  for 
changes  in  farm  inventories  on  account  of  the  small  corn  corp  and  the 
reduction  in  numbers  of  livestock  last  year.  Net  income  actually  realized 
by  farm  oj>erators  during  the  first  half  of  1948  (without  allowing  for  changes 
in  inventories)  is  estimated  to  have  run  slightly  below  the  18-billion-doll. ir 
record  level  of  1947. 

The  sharp  price  advances  during  the  second  half  of  1947  and  the  main¬ 
tenance  this  year  of  high  levels  of  production  and  sales  despite  unusually 
bad  weather  conditions  and  work  stoppages  in  some  critical  areas  have  at  - 
counted  for  the  high  level  of  profits  thus  far  in  1948.  With  the  outlook 
brigTit  for  a  sustained  level  of  production  during  the  remainder  of  this  year 
aggregate  profits  are  likely  to  continue  at  high  levels. 

A  development  to  be  watched  is  an  apparent  drop  in  the  profitability  o: 
small  manufacturing  corporations  in  the  first  quarter  of  this  year,  wink 
profit  ratios  for  the  largest  corporations  rose.  Average  profits  after  taxi; 
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of  manufacturing  corporations  with  assets  under  $250,000  dropped  from 
3.9  percent  on  sales  in  1947  to  2.0  percent  in  the  first  quarter  of  1948. 
(For  further  details  on  corporate  profits,  see  appendix  C,  tables  24-29.) 

Business  financing.  Chart  4  and  appendix  C,  table  30,  show  the  prin¬ 
cipal  ways  in  which  corporations  used  their  funds  during  the  first  half  of 
1948,  and  also  tlie  principal  sources  from  which  these  funds  were  obtained. 

Corporate  outlays  for  plant  and  equipment  and  for  the  expansion  of  in¬ 
ventories  and  eustomer  financing  amounted  to  about  12  billion  dollars 
in  the  first  half  of  this  year.  This  represents  outlays  at  a  rate  somewhat 

CHART  4 

SOURCES  AND  USES  OF  CORPORATE  FUNDS 

Internal  sources,  mainly  retained  net  earnings  and  depreciation 

reserves,  continued  to  supply  the  major  part  of  corporate 

financial  requirements  during  the  first  half  of  1948. 
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■  see  ip^enoi*  c,  une  3o 

SOURCES:  DEPARTMENT  Of  COMMERCE  (PRELIMINARY  ESTIMATES  BASED  OR  SECURITIES  ANO 
EXCHANGE  COMMISSION  ANO  OTHER  FINANCIAL  DATA). 

lower  than  for  the  year  1947  as  a  whole.  A  small  decline  in  the  use  of 
funds  for  expanding  inventories  and  a  large  decline  in  the  rate  of  expansion 
of  customer  financing  more  than  offset  the  increase  in  expenditures  on  plant 
and  equipment. 

It  is  significant  that  the  major  source  of  corporate  funds  has  continued 
to  be  those  sums  retained  from  current  receipts  as  offsets  to  depreciation 
and  depletion  charges  and  as  undistributed  net  earnings.  Indications  are 
that  this  source  will  be  even  more  important  in  1948  as  a  whole  than 
during  last  year. 

Net  new  security  bsues  during  the  half  year,  amounting  to  2.6  billion 
dollars,  have  risen  in  importance  compared  with  the  first  half  of  1947, 
when  they  provided  1.7  billion.  The  proportion  of  new  issues  represented 
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by  common  stock  has  continued  at  about  the  same  low  level  that  prevailed  ^ 
last  year,  reflecting  in  part  the  heavy  participation  of  those  business  groups, 
chiefly  utilities,  which  characteristically  make  greater  use  of  debt  financing. 
Although  the  current  ratio  of  common  stock  to  total  net  new  issues  is  low 
by  prewar  standards,  the  average  ratio  for  the  whole  postwar  period  to 
date  has  not  been.  Moreover,  corporate  equity/debt  ratios  in  general  still 
compare  quite  favorably  with  those  prevailing  in  prewar  periods. 

As  a  corollary  of  the  high  degree  of  internal  financing  through  retained 
earnings  and  additions  to  depreciation  reserves,  and  of  the  volume  of  se¬ 
curity  issues,  the  use  of  corporate  reserves  of  cash  and  securities  represented 
a  relatively  minor  source  of  financing  during  1947  and  during  the  first  half 
of  1948. 

There  was  no  net  expansion  of  bank  credit  to  corporations  as  a  group 
in  the  first  half  of  1948.  The  total  of  such  loans  outstanding  showed  a 
decrease  for  the  half  year,  in  contrast  with  a  small  increase  during  the 
first  half  of  1947.  In  appraising  this  decline  in  corporate  use  of  bank 
credit,  however,  the  high  rate  of  expansion  of  such  credit  in  the  latter 
part  of  1947  must  be  borne  in  mind.  (See  appendix  C,  table  21.) 

While  there  are  disparities  in  the  ease  with  which  businesses  of  difTercnt 
typ>es  and  sizes  can  acquire  funds,  the  overall  picture  does  not  indicate 
a  present  or  impending  insufficiency  of  such  funds  so  long  as  the  funda-  ■ 
mental  business  outlook  remains  good.  If  that  outlook  becomes  less  favor-  | 
able,  the  originating  point  of  the  downturn  is  likely  to  be  found  elsewhere 
than  in  the  availability  of  funds. 

Residential  construction.  About  450,000  new  residential  units  in  new  , 
buildings  were  started  during  the  half  year.  Counting  also  conversions  and 
alterations,  more  than  a  million  units  will  probably  be  added  to  tlie  ■ 
residential  supply  during  1948. 

This  volume  of  residential  construction  is  already  straining  the  capacities  j 
of  the  construction  industry  in  many  areas  and  of  producers  of  some  con-  ; 
struction  materials,  and  is  unquestionably  competing  with  other  primar) 
national  needs.  (See  appendix  C,  table  13.)  This  situation  highlights 
what  has  become  the  chronic  necessity  of  developing  and  applying  new 
methods  and  substitute  materials  to  the  house-building  industry. 

On  the  demand  side,  a  distinction  needs  to  be  drawn  between  essential  ^ 
need  and  capacity  to  pay  current  costs.  The  basic  housing  needs  of  a 
growing  population  in  the  face  of  a  serious  and  cumulative  shortage  would  , 
be  sufficient  to  sustain  the  present  level  or  even  a  higher  level  of  home 
building  for  many  years  to  come.  But  only  a  few  years  at  most  would  be  ^ 
required  to  saturate  the  demand  of  those  who  can  acquire  houses  at  cur- 
lent  costs,  and  that  saturation  would  portend  a  serious  downswing  in 
icsidential  construction.  The  unusually  high  level  of  current  demand 
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for  houses  has  combined  with  the  unique  character  of  the  building  industry 
to  push  homebuyers’  costs  far  more  above  those  prevailing  after  World 
War  I  than  consumer  incomes  have  risen  in  the  same  time  span.  During 
the  past  year,  the  average  price  of  new  houses  has  risen  about  20  p)ercent, 
while  average  family  income  after  taxes  was  only  about  8  percent  higher 
during  the  first  half  of  1948  than  during  the  same  period  in  1947, 

Another  way  of  looking  at  the  effect  of  high  residential  prices  on  the 
economy  is  to  examine  the  trend  in  outstanding  mortgage  debt  on  one-  to 
four-family  residential  properties.  This  type  of  mortgage  debt  has  risen 
about  65  percent  since  the  end  of  1945,  while  nonfann  family  incomes  after 
taxes  have  risen  only  about  25  percent  and  the  number  of  dwelling  units 
has  increased  less  than  10  percent.  It  is  highly  significant  that  the  volume 
of  new  mortgages  of  less  than  $20,000  placed  since  1945  amounts  to  ap>- 
proximately  26  billion  dollars,  which  is  about  80  percent  of  the  face  value 
of  all  outstanding  mortgages  on  one-  to  four-family  residential  properties. 
Even  after  allowance  for  payments  already  made  on  these  new  mortgages, 
this  means  that  a  high  projxjrtion  of  indebtedness  on  residential  properties 
has  been  placed  on  the  basis  of  current  prices.  Even  at  the  high  level  of 
current  incomes,  high  housing  costs  have  imposed  excessive  burdens  on 
many  families.  These  burdens,  hard  to  carry  in  good  times,  would  impose 
a  serious  strain  indeed  with  any  downturn  in  employment  or  incomes.  The 
problem  of  housing  costs  is  important  in  the  short  run,  and  of  central  sig¬ 
nificance  to  the  longcr-range  asjX’cts  of  general  economic  stability. 

Farm  investment  and  finance.  Production  and  domestic  sales  of  farm 
machinery  have  continued  to  expand.  Wheel-type  tractor  production  for 
1948  as  a  whole  is  expected  to  exceed  the  record  1947  production  by  at 
least  20  or  30  percent.  Demand  for  most  types  of  farm  tractors  and 
some  other  machinery  and  equipment  items  continues  to  outrun  supply, 
but  the  situation  is  more  spotty  than  a  year  ago  and  for  many  items  pro¬ 
duction  has  caught  up  with  demand  at  present  prices.  The  progress  of 
construction  on  farms  reflects  the  higher  incomes  of  fann  families. 

Preliminary  indications  arc  that  the  boom  in  farm  real  estate  has  tended 
to  level  out  in  most  regions,  following  the  break  in  commodity  prices  early 
this  year.  The  amount  of  farm  mortgages  recorded  in  the  first  quarter  of 
1948  was  slightly  larger  than  in  the  first  quarter  of  1947,  but  the  number 
of  new  mortgages  decreased.  Total  farm  mortgage  debt  is  still  much 
below  prewar  levels.  Non-real-estate  loans  to  farmers,  however,  apparently 
are  continuing  to  expand  in  response  to  the  higher  level  of  farm  costs. 

International  transactions 
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The  net  foreign  investment  component  of  the  Nation’s  Economic  Budget 
dropped  from  an  annual  rate  of  8.2  billion  dollars  in  the  last  quarter  of 
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1947  to  3.9  billion  in  the  first  half  of  1948.  This  figure  represents  the 
portion  of  the  excess  of  exports  over  imports  of  goods  and  services  that  is 
financed  by  loans  and  investments  and  by  net  liquidation  of  foreign  dollar 
assets  and  gold.  It  does  not  include  the  portion  financed  by  gifts  and 
other  unilateral  transfers  made  by  the  United  States  Government  and  the 
general  public.  When  these  are  included,  the  decline  was  much  less: 
from  an  annual  rate  of  10.5  billion  dollars  to  about  8  billion,  the  lowest 
level  since  1946.  The  excess  of  exports  over  imports  of  goods  and  services 
reached  its  low  point  in  the  first  quarter  of  the  year  and  rose  only  slightly 
in  the  second  quarter,  as  shown  in  table  3. 


Table  3. — United  States  exports  and  imports  of  goods  and  services 
[Billlona  of  dollare,  annual  rat«] 


Period 

Exports  of 
froods  and 
services  • 

Imports  of 
goods  and 
services  > 

Surplus  of 
exports  of 
goods  and 
services 

103(1-38  aver&Ke . 

4.1 

3.0 

0.5 

1948 . 

lfi.0 

7.2 

7.8 

1947— First  quarter . 

10.  S 

8.1 

11.3 

Second  quarter . 

21.1 

8.0 

12.5 

Third  quarter . 

19.2 

8.3 

10.0 

Fourth  quarter . 

10.4 

ao 

10.5 

1948— First  qiuuter . 

17.8 

9.0 

7.9 

Second  quarter  • . 

17.9 

9.7 

a3 

>  Includes  income  on  investments. 

*  Estimates  based  on  incomplete  data. 

Bouroe;  Department  of  Commerce.  (See  appendix  C,  table  31.) 


The  decline  in  the  export  surplas  reflected  chiefly  changes  in  the  exchange 
of  goods  rather  than  services.  Lower  exports  and  higher  imports  of  goods 
characterized  our  trade  with  every  continent.  While  the  value  of  exports 
fell,  their  average  prices  continued  to  rise.  The  sharp  decline  in  value  thus 
reflected  an  even  greater  decline  in  the  physical  quantity  of  goods  shipped 
to  foreign  countries.  The  physical  quantity  of  goods  exported  in  the  first 
half  of  this  year  was  at  a  rate  1 1  percent  less  than  in  the  last  quarter  of  1947 
and  26  percent  less  than  in  the  second  quarter  of  1947.  (Sec  appendix  C, 
tables  33-36.) 

More  than  half  of  the  increase  in  imports  reflected  a  rise  in  physical  quan¬ 
tities.  (See  appendix  C,  table  38.)  Production  of  exportable  goods  has 
increased  in  some  of  the  areas  that  supply  us.  There  is  increased  pressure 
in  many  countries,  moreover,  to  divert  to  the  United  States  goods  that 
might  otherwise  be  sold  in  the  home  market  or  in  foreign  countries  that 
do  not  pay  for  them  in  dollars. 

The  depletion  of  foreign  gold  and  dollar  assets,  which  was  an  important 
cause  of  the  decline  in  our  export  surplus,  was  reflected  in  the  reduced  role 
that  liquidation  of  these  reserves  played  in  its  financing.  As  table  4  shows. 


these  resources  were  being  liquidated  at  a  rate  of  only  2  billion  dollars  a 
year  in  the  first  half  of  1948,  less  than  half  the  1947  rate.  (See  chart  5.) 
Foreign  countries’  spending  of  gold  and  dollar  balances  was  one  of  the 
important  factors  in  the  expansion  of  our  domestic  money  supply  and  bank 
reserves  in  1947. 

There  was  an  increase  in  the  rate  of  utilization  of  Government  aid  in 
the  first  half  of  this  year  compared  with  the  last  quarter  of  1947,  but  it  was 


FINANCING  THE  EXPORT  SURPLUS 

A  shorp  drop  in  the  liquidation  of  foreign  assets  was  the  main 
financial  factor  in  reducing  the  export  surplus  from  the  overage 
level  of  1947  to  the  first  half  of  1940.  U.  S. Government  aid 
dropped  slightly. 
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largely  aid  to  Europe  and  did  not  ease  the  dollar  position  of  other  areas, 
which  accounted  for  the  major  decline  in  our  export  surplus. 

Our  international  transactions  in  the  first  half  of  the  year  involved  less 
drain  and  exerted  less  inflationary  pressure  on  our  economy  than  they  had 
in  1947.  The  undertaking  of  new  foreign  aid  programs  in  the  past  6 
months,  however,  presages  an  increase  in  the  export  surplus  in  the  second 
half  of  this  year. 


Table  4. — Financing  the  surplus  of  goods  and  services  supplied  to  foreign  countries 
(Billions  of  doilars,  annual  rat«| 


Period 

Surplus  of 
exports 
of  goods  and 
services  > 

Means  of  financing 

Qovemment 
aid  (net) ' 

Liquidation 
of  foreign 
gold  and 
dollar  assets 
(net)* 

other  means 
of  financing 
(net)  ‘ 

0.5 

0.8 

-0.3 

1M6 . 

7.8 

5.1 

XO 

.7 

1947— First  quarter . 

11.2 

5.2 

4.8 

1.2 

1X5 

8.0 

-.1 

Third  quarter . 

10.9 

6.8 

.7 

Fourth  quarter . 

10.5 

X9 

1948— First  quarter . 

7.9 

1.5 

Second  quarter  • . 

8.2 

XO 

■  Includes  Income  on  Investments.  I 

*  Includes  grants  and  loans,  but  excludes  subscriptions  to  the  International  Bank  and  Monetary  Fund.  I 

For  detail,  see  appendix  C,  table  32.  I  u 

*  Excludes  assets  held  by  the  International  Bank  and  the  International  Monetary  Fund.  I  “ 

*  Includes  private  gifts  and  remittances,  movement  of  I'nited  States  private  capitai.  net  dollar  disburse-  I 

ments  by  the  International  Bank  and  the  International  Monetary  Fund,  and  errors  and  omissions.  p  “ 

*  Estimates  based  on  incomplete  data.  !  i  ^ 

Souroe:  Department  of  Commerce.  I 

Government  transactions  I 

During  the  first  half  of  the  calendar  year  1948,  Federal  cash  receipts  Ironi  I  _ 
the  public,  under  the  impact  of  rising  prices  and  incomes,  continued  their  | 
upward  trend.  Allowing  for  seasonal  influences,  receipts  during  these  6  I 
months  were  running  at  an  annual  rate  of  50.2  billion  dollars,  or  7  percent  | 

above  the  1947  figure  of  46.9  billion.  Thus  for  thb  period  the  cash  surplus  f  i« 

was  running  at  a  seasonally  adjusted  annual  rate  of  12.6  billion  dollars, 
compared  with  the  1947  surplus  of  5.7  billion.  I 

Actual  cash  taken  in  during  the  first  6  months  of  1948,  the  magnitude  ^ 
of  which  partly  reflected  the  heavy  concentration  of  income  tax  collec- 
tions  in  the  spring,  amounted  to  27.2  billion  dollars  or  7.6  billion  greater  i 
than  actual  cash  payments  in  this  period.  The  surplus  during  the  second  ■  f 
half  of  this  year,  however,  will  be  drastically  reduced.  This  change  is  due  ;  I 
mainly  to  the  reduction  in  income  tax  rates  and  to  the  increase  in  payments  * 

on  account  of  the  defense  and  foreign  aid  programs.  Even  after  seasonal  ^ 

adjustment  to  allow  for  the  fact  that  receipts  are  normally  substantially  .  * 
greater  during  the  first  half  of  any  calendar  year  than  during  the  second,  T  * 
it  is  certain  that  the  cash  surplus  will  drastically  decline  from  the  first  ' 
half  of  the  year  to  the  second.  ^ 
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Table  5. — Fedaal  cash  receipts  from  and  cash  payments  to  the  public 
[DUlions  of  dollars] 


Calendar  years 

Cash  receipts 
other  than 

Cash  pay¬ 
ments 

Surplus  (+) 
or  deficit  (— ) 

1946  . 

46.  S 

46.3 

-1-0.2 

1947  . 

46.9 

41.1 

4-6.7 

Annual  rates,  seasonally  adjusted: 

-fl2.6 

IMS— First  half  ‘ . 

60.2 

37.6 

Second  half  • . 

44  7 

40.  S 

-1-3.9 

Totals  for  half  years,  not  adjusted  for  sea.snnal: 

IMS-First  hall  i . 

27.2 

19.6 

■f7.6 

Second  half  • . . 

20.3 

19.7 

-h.6 

>  Based  on  incompleto  data. 

*  Estimates. 

Souroe:  Bureau  of  the  Budget. 


State  and  local  government  spending  continued  to  rise  during  the  first 
half  of  1948  so  that  the  cash  surplus  of  1947  has  disappeared.  This  trend 
in  State  and  local  transactions  is  likely  to  continue  so  that  a  cash  deficit 
must  probably  be  expected  for  the  rest  of  tliis  year. 


Table  6. — Cash  receipts  from  and  cash  payments  to  the  public  by  State  and  local  governments 

IBlIllons  of  dollars] 


Calendar  year 

Cash  receipts 
other  than 
borrowing 

Cash  pay- 
mental 

Surplus  (-J-) 
or  defldt  (— ) 

1946 . 

11.0 

9.9 

-1-1.1 

1M7 . 

13.1 

12.1 

-fl.O 

1948— First  half  (annual  rate,  seasonally  adjusted)  * . 

13.8 

14.4 

-.6 

■  Excludes  Federal  grants  in-ald. 

*  Estimates  based  on  incomplete  data. 

Souroe:  Department  of  Commerce. 


In  connection  with  the  foregoing  discussion,  it  should  be  noted  that 
governmental  cash  transactions  differ  considerably  from  receipts  and  ex¬ 
penditures  as  shown  in  conventional  budgetary  accounts.  While  some  of 
these  differences  tend  to  balance  out  over  a  period  of  years,  the  analysis 
of  cash  transactions  presents  a  more  comprehensive  and  a  more  accurate 
basis  for  appraising  the  immediate  economic  impact  of  Government  opera¬ 
tions.  The  conventional  budget  accounts,  however,  are  more  significant 
if  the  long-range  financial  position  of  the  Government  is  to  be  shown. 
As  an  example,  transfers  from  budget  accounts  to  trust  accounts  are  not 
shown  as  payments  to  the  public,  while  they  do  reflect  an  increase  in 
Government  liabilities  which  will  result  in  payments  in  later  years.  (For 
further  explanation,  see  appendix  A,  tables  6  and  7.) 

Payments.  During  the  first  half  of  this  year,  total  Federal  cash  payments 
to  the  public  were  running  at  a  seasonally  adjusted  annual  rate  of  about  37.6 


billion  dollars,  or  some  3.5  billion  dollars  (8  percent)  below  the  rate  for 
1947.  The  decline  was  chiefly  in  payments  for  national  defense  and  inter¬ 
national  affairs,  and  represented  a  shrinkage  of  certain  extraordinary  pay¬ 
ments  rather  than  a  reduction  in  continuing  programs.  In  national  defense, 
the  decrease  was  accounted  for  in  part  by  the  tapering  off  of  the  cashing  in 
of  terminal  leave  bonds.  The  falling  off  of  cash  payments  in  the  inter¬ 
national  field  was  due  to  the  exhaustion  of  the  British  loan,  and  to  the  fact 
that  payments  to  the  Brctton  Woods  organizations  were  heavily  concentrated 
in  1947. 

Payments  under  foreign  aid  and  other  international  programs  arc  expected 
to  expand  from  an  annual  rate  of  5.2  billion  dollars  in  the  first  half  of  1948 
to  6.3  billion  in  the  second  half.  This  will  still  be  below  the  1947  level. 
Payments  for  defense  likewise  will  rise  because  of  increased  procurement 
of  equipment  and  some  expansion  of  the  armed  forces.  Thus,  after  declin¬ 
ing  for  the  past  2  years.  Federal  payments  are  now  expected  to  rise;  during 
the  second  half  of  1948,  they  will  probably  reach  an  annual  rate  of  40.8 
billion  dollars,  which  is  about  9  percent  higher  than  during  the  first  ^ 
half  of  the  year,  and  slightly  less  than  in  1947.  (See  appendix  A,  table  10.)  ■ 

The  major  changes  in  payments  by  functions,  discussed  in  the  preceding  ^ 
paragraphs,  are  reflected  somewhat  differently  in  payments  classified  by  ^ 
type  of  recipient.  (See  appendix  A,  table  11.)  Federal  purchases  of 
goods  and  services  from  business,  for  example,  were  at  an  annual  rate  of 
10.6  billion  dollars  during  the  first  half  of  this  year,  or  20  percent  above  | 
the  1947  level,  and  they  are  expected  to  average  during  the  second  half  r 
of  this  year  about  50  percent  above  last  year’s  rate.  The  increase  during  f 
the  second  half  of  the  year  is  accounted  for  largely  by  the  increasing  de-  i 
fense  and  foreign-aid  programs.  Some  of  the  increase  in  1948  over  1947  [ 
is  simply  a  statistical  reflection  of  the  shift  from  loans  to  outright  grants  f 
in  support  of  foreign  aid.  Federal  salaries  and  wages  during  the  first  ‘ 
half  of  1948  were  a  little  below  the  1947  level  of  7.7  billion  dollars,  but  I 
are  expected  under  the  influence  of  pay  increases  and  expansion  of  the  | 
armed  forces  to  return  to  their  1947  level  during  the  second  half  of  the 
year.  The  aggregate  of  payments  other  than  purchases  from  business, 
Federal  salaries  and  international  loans  and  other  payments  changes  only 
moderately. 

Payments  of  State  and  local  governments  have  continued  to  rise  steadily,  j 
reflecting  increases  in  costs  and  also  the  expansion  of  activities  to  make  [ 
up  for  the  restrictions  of  the  war  period  and  to  meet  new  needs.  The 
average  rate  of  cash  payments  during  the  first  half  of  1948  was  about  14.4 
billion  dollars,  or  2.3  billion  above  the  1947  level,  and  this  rising  trend 
is  expected  to  persist  during  the  second  half  of  the  year. 
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State  and  local  construction  activity  is  continuing  its  rapid  expansion 
in  response  to  the  pressure  of  urgent  needs  for  new  schools,  streets  and 
highways,  and  water  and  sewer  systems.  (See  appendix  C,  table  13.)  In 
terms  of  dollar  volume,  State  and  local  construction  during  1948  is  expected 
to  be  about  45  percent  above  the  1947  level,  compared  with  increases  of 
about  30  p>ercent  for  private  construction  and  about  10  percent  for 
Federal  construction.  In  view  of  rising  costs,  these  dollar  figures  con¬ 
siderably  overstate  the  expansion  in  construction.  The  physical  volume 
of  Federal  construction,  for  example,  will  probably  be  little  different  from 
the  1947  level,  and  the  real  expansion  in  the  private  and  State  and  local 
sectors  is  correspondingly  lower  than  indicated  by  the  dollar  figures. 

Receipts  and  debt  management.  Actual  Federal  cash  receipts  during  the 
first  6  months  of  1948  were  27.2  billion  dollars,  which  is  equivalent  to  a 
seasonally  adjusted  annual  rate  of  50.2  billion.  For  the  second  half  of 
the  year,  the  prosjject  is  for  a  decline  in  actual  cash  receipts  substantially 
greater  than  seasonal,  from  27.2  billion  dollars  to  20.3  billion  dollars  or  a 
seasonally  adjusted  annual  rate  of  44.7  billion.  Over  a  full  year’s  operation 
the  new  tax  bill  might  be  expected,  provided  present  income  levels  were  not 
pushed  upward  by  the  forces  of  inflation,  to  reduce  revenues  by  about  5 
billion  dollars.  Assuming  some  increase  in  present  income  levels,  the  tax 
reduction  accounts  for  the  largest  part  in  the  expected  fall  in  total  cash 
receipts.  Most  of  this  decline  is  in  personal  income  taxes,  only  a  small 
fraction  being  due  to  reductions  in  estate  and  gift  taxes.  Receipts  from 
sales  of  surplus  property  are  also  expected  to  fall  sharply  during  the  second 
half  of  the  year,  while  other  receipts  will  show  little  change. 

The  annual  rate  of  cash  receipts  of  State  and  local  governments  during 
the  first  half  of  1948  was  somewhat  higher  than  in  1947.  These  increased 
receipts  reflected  higher  tax  rates,  introduction  of  new  taxes  (especially 
sales  taxes),  and  rising  incomes,  sales,  and  property  valuations.  Revenues 
from  sales  taxes  during  the  first  quarter  of  1948,  for  example,  were  20  per¬ 
cent  above  the  same  period  of  1947.  State  and  local  governments  continue 
to  seek  new  sources  of  revenue  to  meet  expenditures  which  are  mounting 
faster  than  receipts. 

About  4.6  billion  dollars  of  the  Federal  budgetary  surplus  during  the 
first  half  of  1948  was  used  to  retire  public  debt.  Furthermore,  the  net 
increase  in  the  public  debt  holdings  of  Federal  trust  funds  and  the  net 
increase  in  the  amount  of  savings  bonds  and  notes  outstanding  made  addi¬ 
tional  funds  available  to  retire  marketable  debt  held  outside  of  the  Govern¬ 
ment.  In  consequence,  the  marketable  debt  was  reduced  by  about-.5.4 
billion  dollars  during  the  first  half  of  1948.  Debt  held  by  commercial  and 
Federal  Reserve  banks  was  reduced  by  about  4.9  billion  dollars.  The 
gross  public  debt,  which  was  just  under  257  billion  dollars  at  the  end  of 
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1947,  was  thus  reduced  to  about  252  billion  at  the  end  of  June  1948,  while 
the  Treasury  cash  balance  increased  from  about  3  billion  dollars  to  nearly 
5  billion  during  that  period.  (See  appendix  C,  table  23.) 

The  reduction  in  bank-held  debt  was  an  important  factor  in  the  decline 
of  about  4.5  billion  dollars  in  the  money  supply  which  occurred  during 
the  period.  (See  appendix  C,  table  22.)  Throughout  the  period,  public 
debt  retirements  were  concentrated  in  the  first  instance  on  debt  held  by 
the  Federal  Reserve  banks.  However,  the  restrictive  effect  of  debt  re¬ 
tirements  was  offset  in  considerable  measure  by  the  gold  inflow,  by  return 
of  currency  from  circulation,  and  by  open-market  purchases  of  Government 
securities  by  the  Federal  Reserve  System.  Such  purchases  were  necessary 
to  support  the  prices  of  bonds  as  banks  and  others  sold  securities  in  order 
to  maintain  reserves  and  to  obtain  funds  for  other  purposes.  Nevertheless, 
the  budget  surplus  and  debt  retirement  placed  some  pressure  on  com¬ 
mercial  bank  reserves  and  were  to  some  extent  a  contributory  factor  to 
the  slow-down  of  commercial  bank  loan  expansion  which  occurred  during 
the  period. 

State  and  local  debt  continued  to  expand.  It  was  possible  during  war 
years,  with  high  revenues  and  severely  limited  activities,  to  retire  a  sub¬ 
stantial  fraction  of  outstanding  debt;  but  the  pressure  of  new  needs  since  the 
war  has  brought  a  return  to  the  prewar  picture  of  steadily  growing  physical 
assets  and  indebtedness.  State  and  municipal  securities  issues  to  secure 
new  capital  were  2.2  billion  dollars  in  1947,  or  more  than  twice  as  great  as 
in  1946.  A  substantial  amount  of  borrowing  was  for  the  purpose  of 
securing  funds  for  payment  of  veterans’  bonuses. 

This  survey  of  the  transactions  of  Federal,  State,  and  local  governments 
indicates  that  during  the  first  half  of  1948  their  combined  effect  continued 
to  serve  as  a  strong  factor  of  restraint  on  the  force  of  inflation.  During 
the  second  half  of  the  year  this  restraining  influence  will  be  almost  wholly 
lost.  The  Federal  Government  is  faced  with  the  prospect  of  decreased 
revenues  and  increased  expenditures.  While  State  and  local  governments 
are  raising  tax  rates  and  levying  new  taxes,  their  expenditures  continue  to 
exoand  faster  than  their  revenues. 

Summary:  The  Nation’s  Economic  Budget 

The  Nation’s  Economic  Budget  is  a  convenient  way  of  summarizing  the 
main  trends* in  the  flow  of  goods  and  purchasing  power,  and  of  relating 
these  trends  to  possible  future  developments. 

The  Nation’s  Economic  Budget  total,  representing  gross  national  income 
or  expenditure,  in  dollar  terms  increased  by  7  percent  from  1947  to  the 
first  half  of  1948  (annual  rate).  (See  chart  6.)  This  is  a  rate  of  in¬ 
crease  somewhat  below  the  rise  that  took  place  in  the  preceding  year. 
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A  large  part  of  the  increase  in  1948,  as  in  1947,  reflects  the  rise  in  prices 
and  wages;  there  was,  however,  also  some  increase  in  the  real  flow  of 
goods  and  services.  The  inflationary  tendencies  that  prevailed  particularly 
in  the  second  half  of  1947  continued  in  1948,  though  at  a  reduced  rate. 


Table  7. — The  Nation’s  Economic  Budget 


[Billions  of  dollars] 


Account 

Calendar  year  1947 

Calendar  year  1948,  first 
half,  annual  rates  sea¬ 
sonally  adjusted  > 

Re¬ 

ceipts 

Ex¬ 

pendi¬ 

tures 

Excess  of 
receipts 
(-f)or 
expendi¬ 
tures  (— ) 

Re¬ 

ceipts 

Ex¬ 

pendi¬ 

tures 

Excess  of 
receipts 
(-1-)  or 
expendi¬ 
tures  (— ) 

Consumers; 

173.6 

■ 

186.0 

164.8 

174.4 

-1-8.8 

-J-11.6 

Business:  ’ 

10.4 

21.4 

30.0 

-10.6 

jiiim 

-15.8 

IntematlonAl; 

8.9 

imii 

-8.9 

HBBB 

-3.9 

GoTemment  (Fed^l,  State,  and  local): 

59.9 

64.0 

MMi 

■iliilil 

-1-6.7 

-i-3.9 

■flZO 

-3.8 

^9 

Total  gross  national  product . 

231.6 

231.6 

0 

1  246.6 

1 

246.5 

0 

I  Estimatea  based  on  incomplete  data. 

Non.— Detail  will  not  necessarily  add  to  totals  because  of  rounding. 
Source:  See  appendix  A  for  sources  and  explanatory  material. 


j  Comparing  the  composition  of  the  Nation’s  Economic  Budget  in  the 
I  first  half  of  the  current  year  with  the  preceding  year,  the  similarities  appear 
more  significant  than  the  changes  that  have  occurred.  The  largest  items 
I  in  the  Nation’s  Economic  Budget  are  consumer  income  and  expenditures, 
j  Their  share  in  the  Nation’s  Economic  Budget  total  remains  approximately 
constant  with  75  p>crcent  and  71  picrcent  for  consumer  income  and  con¬ 
sumer  expenditures,  respectively.  These  percentages,  large  as  they  are, 
are  somewhat  below  those  that  prevailed  in  most  peacetime  years  in  the 
past.  Large  national  and  international  government  programs  and  large 
business  investment  compete  with  consumer  expenditures  for  limited  na¬ 
tional  resources.  The  sum  of  business,  international,  and  government  ac¬ 
counts  in  the  Nation’s  Economic  Budget  maintained  a  relatively  large 

I  share  in  the  total;  but  there  were  quite  substantial  changes  in  the  relation¬ 
ship  among  these  accounts. 

Gross  private  domestic  investment  increased  relatively  more  than  any 
other  major  category  in  the  Nation’s  Economic  Budget.  This  was  due  to 
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THE  NATION'S  ECONOMIC  BUDGET 

Consumer  saving  and  the  Government  surplus  increased  between 
1947  and  first  half  of  1948,  while  the  excess  of  business  and 
foreign  investment  declined. 

1948,  FIRST  HALF  (billions  of  dollars)  •  expenditures  (-),  receipts  (+) 


CONSUMERS 


CONSUMER 

SAVINS 


BUSINESS 


EXCESS  OF 
INVESTMENT 


INTERNATIONAL 


EXCESS  OF 
INVESTMENT 


GOVERNMENT 


CASH 

SURPLUS 


1947^  CALENDAR  YEAR  (billions  of  dollars) 
CONSUMERS 


CONSUMER 

SAVINS 


EXCESS  OF 

investment 


INTERNATIONAL 


GOVERNMENT 


EXCESS  OF 
INVESTMENT 


CASH 

surplus 
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increases  in  new  construction  and  inventory  accumulation.  Present  indi¬ 
cations  are  that  domestic  investment  will  continue  on  a  high  level  during 
the  remainder  of  the  year. 

Net  foreign  investment  declined  by  more  than  half  during  the  first  6 
months  of  1948.  The  increase  in  Government  foreign  assistance  during 
the  second  half  of  the  year  will  in  large  part  take  the  form  of  grants,  which 
are  recorded  in  government  expenditures  rather  than  in  net  foreign  invest¬ 
ment.  For  this  reason,  tlie  net  foreign  investment  component  of  the  Na¬ 
tion’s  Economic  Budget  will  probably  not  rise,  even  though  the  total  excess 
of  exports  of  goods  and  services  increases. 

Government  payments  have  been  declining  since  the  war  peak,  and 
showed  a  further  slight  decline  during  the  last  6  months.  Because  of  the 
increase  in  Federal  outlays  for  defense  and  foreign  aid,  and  the  continuing 
increase  in  State-local  payments,  this  trend  is  likely  to  be  reversed.  An 
Increase  in  government  payments  therefore  appears  certain  for  the  coming 
6-month  period. 

Thus  it  seems  likely  that  expenditures  for  private  domestic  investment 
will  continue  at  a  high  level,  while  the  decline  in  government  payments 
will  be  reversed.  In  the  present  situation  of  full  employment  and  capacity 
production,  this  makes  for  a  situation  of  inflationary  pressure. 

The  picture  of  an  unstable  economy  is  presented  even  more  clearly  when 
attention  is  focused  upon  the  excess  of  receipts  or  expenditures  as  pre¬ 
sented  for  each  year  in  the  third  column  in  table  7. 

Both  in  1947  and  during  the  first  6  months  of  1948,  the  excess  of  invest¬ 
ments  and  exp>orts  in  the  business  and  international  accounts  was  largely 
offset  by  consumer  net  saving  plus  the  government  cash  surplus.  Between 
these  two  periods,  the  excess  of  business  investment  increased  by  nearly 
5.5  billion  dollars,  as  did  the  Government  surplus.  The  most  important 
change  in  the  Nation’s  Economic  Budget  that  is  bound  to  occur  under 
present  legislation  for  the  coming  j)criod  is  that  this  Government  cash  surplus 
will  be  drastically  reduced.  This  means  that  by  necessity  other  items  of 
saving  or  excess  of  investment  must  adjust  themselves  correspondingly. 

It  should  be  recognized  that  the  large  dollar  amounts  of  individual  saving 
and  Government  cash  surplus  that  helped  to  balance  the  large  excess  in¬ 
vestments  and  excess  exports  during  the  last  2  years  were  partly  a  result 
of  the  inflationary  process.  When  incomes  and  prices  are  inflated,  the 
amounts  of  saving  and  taxes  tend  to  increase.  Thus  we  have  in  our  eco¬ 
nomic  structure  a  kind  of  automatic  emergency  brake  that  helps  to  slow 
down  inflation.  By  reducing  tax  rates  despite  inflationary  prospects,  we 
have  acted  like  an  engineer  who  releases  his  emergency  brake — in  the  face 
of  an  emergency.  The  question  for  the  coming  months  is  whether  once 
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again  we  will  permit  a  price  rise  to  balance  the  Nation’s  economic  accounts 
in  the  precarious  manner  that  is  characteristic  of  an  inflationary  movement. 

Looking  at  the  Nation’s  Economic  Budget  from  the  long-range  aspect  of 
economic  stability,  it  appears  also  that  major  adjustments  still  remain  to 
be  made  if  a  peacetime  economy  of  sustained  prosperity  is  to  be  achieved. 
The  sum  total  of  business  investment,  net  foreign  investment,  and  govern¬ 
ment  expenditures  will  probably  require  a  smaller  share  in  the  Nation’s 
Economic  Budget  total  than  in  recent  years.  That  means  that,  in  a  future 
expanded  economy,  consumer  income  and  expenditures  will  require  a  larger 
share  in  order  to  assure  markets  for  everything  that  can  be  produced. 
Adjustments  that  must  be  made  eventually  in  order  to  assure  sustained 
prosperity  are  not  appearing  in  the  course  of  unchecked  inflation.  By 
jjermitting  further  inflation,  we  render  the  future  task  of  transition  to 
a  condition  of  sustained  prosperity  that  much  more  difficult. 
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II.  Prices,  Wages,  and  the  Impact 

of  Three  Government  Actions 

# 

The  first  half  of  1948  has  shown  several  important  developments — and 
at  times  cross  currents — in  the  process  of  market  competition,  collec¬ 
tive  bargaining,  and  price  making  through  which  our  system  of  free  enter¬ 
prise  operates. 

THE  COURSE  OF  PRICES 

As  1947  closed,  both  wholesale  and  consumers’  prices  were  at  postwar 
peaks,  after  sharp  advances  in  the  second  half  of  1947  which  carried  whole¬ 
sale  prices  to  47  percent  and  consumers’  prices  to  29  percent  above  the 
mid- 1946  level.  Early  this  year,  this  trend  was  broken  by  a  sharp  downturn 
in  commodity  prices,  but  during  the  second  quarter  prices  again  marched 
forward.  At  midyear  of  1948,  the  level  of  wholesale  prices  was  1.8  percent 
higher  and  the  level  of  consumers’  prices  was  2.8  percent  higher  than  at  the 
start  of  the  year.  As  we  enter  the  third  quarter  of  1948,  price  rises  are 
occurring  on  a  broad  front,  though  somewhat  more  selective  in  character 
than  a  year  ago. 

The  course  of  wholesale  prices  and  consumers’  prices  has  varied  con¬ 
siderably.  During  the  first  quarter,  there  was  a  sharp  break  in  farm  prod¬ 
ucts  and  foods,  which  carried  the  wholesale  price  index  substantially  down¬ 
ward.  In  the  second  quarter,  farm  products  almost  regained,  and  foods 
more  than  regained,  the  ground  lost  earlier  in  the  year.  (See  chart  7  and 
appendix  C,  table  18.) 

Wholesale  prices  other  than  farm  products  and  foods  were  strong,  with 
a  slight  upward  movement.  I'hrec  commodity  areas  in  particular  showed 
advances  in  wholesale  prices  in  response  to  strong  pressures  of  manufactur¬ 
ing  and  construction  demand.  (See  chart  8.)  These  were  fuel  and 
lighting  materials  (notably  coal),  metals  and  metal  products,  and  building 
materials.  The  second  quarter  saw  prices  increase  for  such  important 
nonferrous  metals  as  lead,  tin,  and  aluminum.  At  the  same  time,  weak¬ 
ness  in  a  number  of  cotton-textile  products  reflected  a  reduction  in  de¬ 
mand  and  a  much  easier  supply  position.  The  one  major  industrial  price 
index  which  showed  a  net  decline  for  the  whole  period  was  hides  and 
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CHART  7 
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PRECENTAGE  INCREASES  SINCE  JUNE  1946  AND  SINCE  JUNE  1947 
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Wholesale  prices  showed  little  net  change  during  the  first  half  of 
1948  because  of  the  break  in  farm  prices  during  February.  Prices 
during  the  second  quorter  moved  forward  again. 
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CHART  8 


WHOLESALE  PRICES 

(COMMODITIES  OTHER  THAN  FARM  AND  FOODS') 

Price  advances  during  the  first  half  of  1948  were  morked  for  basic 
metals,  fuel,  and  building  materiols.  Hides  ond  leother  products 
showed  a  substantial  drop. 
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leather  products.  This  resulted  from  the  better  supply  position  and  the 
reduction  in  market  demand  for  shoes. 

Consumers’  prices  advanced  somewhat  more  than  wholesale  prices  dur¬ 
ing  the  half  year.  (See  chart  9  and  appendix  C,  table  17.)  There  was 
a  temporary  dip  in  food  prices  which  reflected  the  February  break  in  the 
prices  of  farm  products.  Thereafter,  food  prices  rebounded  and  still  con¬ 
tinued  upward,  reaching  new  peaks.  The  growing  effects  of  the  decline 
in  the  supply  of  meat  were  reflected  in  a  substantial  rise  in  meat  prices. 
Even  during  the  dip  in  food  prices,  other  consumer  goods  continued  to 
advance  as  the  increases  in  wholesale  prices  in  the  last  quarter  of  1947  were 
passed  through  to  the  retail  level.  Rents,  which  rose  some  5  percent  with 
partial  decontrol  in  the  fall  of  1947,  showed  a  slight  continuous  advance  this 
year. 

A  significant  aspect  of  advancing  consumer  prices  lies  in  their  effect 
upon  wage  demands,  while  wage  increases  in  turn  are  reflected  in  industrial 
prices. 

The  course  of  prices  in  1948  has  been  highlighted  by  several  spectaculai 
events.  First  came  the  unusually  sharp  break  in  grain  prices  in  early 
February,  following  noticeable  weakness  in  the  last  half  of  January.  The 
decline  affected  cattle,  hog,  cotton,  and  other  farm  prices,  as  well  as  grain. 
The  readjustment  of  farm  prices  was  of  unusual  severity.  It  raised  fears 
in  some  quarters  of  a  widespread  break  in  prices,  production,  and  employ¬ 
ment  similar  to  the  1920-21  collapse. 

In  this  instance,  however,  the  break  was  isolated,  and  did  not  have  the 
feared  effect  upon  industry  and  commerce.  The  existence  of  agricultural 
price  supports  set  a  limit  to  the  possible  extent  of  the  fall  and  gave  reassur¬ 
ance  that  there  would  be  no  agricultural  collapse.  Grain  prices  remained 
above  the  support  levels  for  the  1947  crop,  but  wheat  prices  fell  to  about 
the  level  of  the  prospective  supports  for  the  1948  crop.  Furthermore, 
owing  to  the  nature  of  the  agricultural  industry,  the  break  in  farm  prices 
did  not  lead  to  curtailment  of  production  or  discharge  of  workers.  A  high 
level  of  investment  in  plant  and  equipment  was  being  maintained,  construc¬ 
tion  activity  was  expanding,  and  there  was  a  large  export  movement  and 
a  high  level  of  consumption.  All  these  factors  continued  to  enable  the 
economy  to  localize  weakness  in  one  sector,  and  even  in  that  sector  prices 
soon  resumed  their  rise. 

Nevertheless,  the  recession  in  grain  prices  acted  aj  a  warning  signal  to 
business  generally  that  price  movements  are  no  one-way  street.  Insofar 
as  it  damped  down  the  spirit  of  inflation,  its  effect  was  salutary.  Hope 
was  generated  in  some  quarters  that  prices  were  about  to  level  off  and  that 
necessary  price  adjustments  could  be  made  in  an  orderly  fashion  in  response 
to  an  improving  demand-and-supply  situation.  There  was  belief,  too,  that 
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CHART  9 

CONSUMERS'  PRICES 

After  some  hesitation  in  the  first  quarter  of  1948,  consumers' 
prices  resumed  their  upward  climb,  with  food  prices  in  the  lead. 
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such  developments  on  the  price  front  would  have  a  restraining  influence 
on  the  forthcoming  wage  negotiations  in  major  industries. 

A  second  major  price  development  which  took  place  in  the  first  quarter 
of  the  year  was  the  gradual  advance  in  numerous  steel  prices,  culminating 
in  the  mark-up  of  semifinished  steel  on  February  12.  This  rise  gave  notice 
that,  whatever  the  readjustments  in  the  farm  area,  demand  pressures  were 
still  very  strong  in  the  area  of  basic  industrial  materials,  and  that  the  boom 
in  capital  goods  was  continuing  unabated. 

Late  in  April,  it  is  true,  the  leading  company  in  the  steel  industry  an¬ 
nounced  a  series  of  price  cuts  and  joined  with  other  large  employers  in 
stating  that  the  continuation  of  the  price-wage  spiral  was  harmful  both 
to  management  and  to  labor.  But  this  attempt  to  hold  the  price  and  wage 
line  was  short-lived.  It  was  soon  followed  by  both  price  and  wage  in¬ 
creases  in  many  industries.  Automobiles,  aluminum,  rubber  products,  and 
electrical  equipment  and  appliances,  and  finally  coal  and  steel,  were  promi¬ 
nent  examples.  Recently  announced  price  increases  for  steel  average  more 
than  $9  per  ton,  or  about  1 1  percent. 

The  price  situation  at  midyear  was  thus  dominated  by  the  emergence  of 
a  new  impetus  to  the  wage-price  spiral.  The  substantial  increase  of  coal 
and  steel  prices,  in  conjunction  with  recent  and  prospective  increases  in 
transportation  and  public  utility  rates,  represents  a  broad  upward  move¬ 
ment  in  the  cost  structure  of  industry  at  large,  and  forms  the  potential  basis 
for  a  dangerous  general  spiraling  of  prices. 

THE  COURSE  OF  WAGES 

Wage  trends  during  the  half  year  have  corresponded  fairly  closely  to  the 
course  of  the  economy  as  a  whole.  As  the  year  opened,  the  inflationary  tide 
of  the  second  half  of  1947  was  running  very  strong,  and  this  was  reflected  in 
wage  settlements.  When  the  break  in  commodity  prices  engendered  a  less 
inflationary  sentiment,  there  appeared  for  a  time  a  strong  resistance  to  wage 
increases,  revealing  in  part  the  feeling  that  they  could  not  be  passed  on  to 
the  consumer  through  higher  prices.  When  the  pulse  of  inflation  again 
quickened  ^d  the  cost-of-living  trend  again  became  clear,  the  resistance 
to  wage  increases  abated,  and  an  upward  spiral  of  prices  and  wages  again 
developed.  For  the  entire  first  half  of  the  year,  this  spiral  has  not  been 
as  extreme  asjn  the  second  half  of  1947,  but  its  momentum  increased 
rapidly  during  May  and  June. 

By  the  beginning  of  this  year,  most  union  workers  had  received  at  least 
two  jxwtwar  wage  increases,  and  a  sizable  fraction  had  received  three  or 
more.  Available  information  indicates  that  unorganized  workers  did  not 
fare  quite  so  well.  The  third  round  of  increases  was  well  under  way  last 
fall,  and  the  signing  of  new  and  significant  wage  agreements  continued  a.s 
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the  new  year  began.  Increases  were  negotiated  in  woolen  textiles,  west- 
coast  lumber,  building  construction,  part  of  the  meat-packing  industry,  and 
other  fields.  Arbitration  awards  gave  increases  to  maritime  workers  on 
both  coasts  and  to  some  ladies’  garment  workers  in  New  York.  Interspersed 
with  the  third-round  increases  were  many  minor  and  some  major  second- 
round  contracts. 

These  wage  settlements,  like  those  of  1947,  were  dominated  by  the  rising 
cost  of  living.  Higher  living  costs  had  by  early  1948  largely  dissipated  the 
monetary  gains  of  the  second  round.  Hence,  organized  labor  was  seeking 
new  advances  to  restore  its  purchasing  power.  The  third  round  settlements 
averaged  somewhat  less  than  those  of  the  second  round,  and  were  more 
closely  adjusted  to  particular  situations,  following  somewhat  less  of  a 
“pattern”  than  in  previous  years. 

When  the  price  break  in  the  commodity  markets  induced  a  widespread 
hope  that  inflation  was  losing  its  force  and  that  the  cost  of  living  might 
be  stabilized  or  reduced,  coupled  with  the  belief  that  the  economy  might 
not  stand  further  advances  in  industrial  prices,  it  seemed  that  the  third 
round  of  wage  increases  might  not  extend  to  the  major  industrial  concerns 
whose  contracts  were  to  be  negotiated  in  the  spring.  Tlie  major  electrical 
companies  sought  to  hold  wages  and  to  lower  prices.  Negotiations  in 
that  industry  had  been  practically  deadlocked  for  weeks  when,  in  April,  the 
United  States  Steel  Corporation  refused  the  demand  of  the  steel  workers  for 
a  substantial  increase,  and  made  moderate  reductions  in  prices  of  finished 
steel  products.  Following  this  action,  major  negotiations  in  other  branches 
of  industry  were  suspended,  and  several  major  companies  in  the  automobile 
industry  appeared  to  be  standing  firm  in  their  opposition  to  wage  demands. 

After  the  commodity  price  break  had  been  arrested  without  spreading  to 
other  segments  of  the  economy,  and  after  the  defense  program  was 
announced,  it  appeared  to  workers  that  costs  of  living  would  not  decline  and 
might  advance  and  to  employers  that  the  passing  on  of  wage  increases  in 
higher  prices  would  be  possible.  Since  profit  prospects  were  good,  and  the 
denial  of  wage  increases  carried  the  threat  of  suspended  ojxjrations,  there 
were  by  May  widespread  settlements  at  higher  wages,  even  in  the  metal¬ 
working  field.  The  General  Motors  settlements  of  May  25  cast  the  die  in 
favor  of  wage  advances  in  the  mass-production  industries.  In  relatively 
short  order,  settlements  were  then  reached  in  most  of  the  automobile,  elec¬ 
trical,  aluminum,  rubber,  coal,  and  steel  industries. 

Automobile  contracts  generally  provided  for  around  13  cents  increase 
in  hourly  wages,  rubber  11  cents,  and  steel  an  average  of  13  cents.  In  the 
major  electrical  companies,  except  for  General  Motors  where  the  automobile 
contract  applied  to  the  electrical  workers,  the  wage  increase  was  8  percent, 
and  in  aluminum  an  average  of  10  percent.  By  June,  the  average  weekly 
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earnings  for  manufacturing  as  a  whole  were  nearly  $53.  (Sec  appendix  G, 
tables  9  and  10.) 

The  terms  of  the  General  Motors  settlement  were  noteworthy,  since 
they  embodied  the  principle  of  adjustment  up  or  down  at  short  intervals 
in  response  to  changes  in  cost  of  living  and  also  provided  for  a  future  rise 
in  dollar  income  to  reflect  technological  progress.  This  formula  has  been 
adopted  in  very  few  subsequent  contracts. 

On  March  15,  the  bituminous  coal  miners  stopped  work  in  a  conflict 
over  the  welfare  fund.  This  stoppage  resulted  in  a  loss  of  steel  output  by 
about  1J4  million  tons.  Work  was  resumed  on  April  12,  but  new  strike  j 
threats  arose  in  May,  when  negotiations  were  opened  for  the  new  year’s  i 
contract.  This  was  settled  on  June  25  by  the  granting  of  a  $1  a  day  wage 
increase  and  doubling  the  welfare  fund  royalty — from  10  cents  to  20  cents 
per  ton.  On  July  4  the  anthracite  companies  accepted  a  similar  contract. 
The  steel  companies  also  reached  an  agreement  covering  their  captive 
mines  on  July  14.  As  a  result  of  the  new  contract,  bituminous  coal  miners’ 
average  weekly  earnings  will  rise  to  approximately  $80,  assuming  a  con¬ 
tinuation  of  a  full  40-hour  workweek. 

Earnings  in  the  building  construction  industry  have  risen  only  somewhat 
less  steeply  than  in  coal  mining  in  recent  years.  Wage  rates  for  construction 
workers  have  been  adjusted  upward  periodically  since  VJ-day.  Skilled 
construction  mechanics  in  metropolitan  areas  today  average  nearly  $2.25 
an  hour.  Bricklayers  are  at  the  peak  with  an  hourly  wage  running  from 
$1.75  to  $3.20  an  hour.  Weekly  earnings  for  all  construction  workers 
average  slightly  more  than  $68  a  week.  (See  appendix  C,  table  9.)  This 
figure  reflects  the  short  average  workweek  in  construction  and  the  low 
earnings  of  many  unskilled  and  semiskilled  workmen,  particularly  in  non¬ 
metropolitan  areas. 

The  fact  that  many  wages  have  advanced  sharply  should  not  overshadow  ^ 
the  fact  that  millions  of  workers,  who  have  not  participated  in  the  regular  j 
rounds  of  postwar  increases,  have  seen  their  real  earnings  decrease  as  the  | 
cost  of  living  has  mounted.  Such  unevenness  of  wage  movements  has  a 
disturbing  effect  upon  the  whole  wage  structure,  upon  relationships  among  j 
the  various  cost  factors  in  production,  and  upon  interindustry  relationships 
as  well.  j 

Most  third  round  increases  have  been  roughly  comparable,  percentage-  i 
wise,  to  the  increase  in  the  Consumers’  Price  Index  since  the  previous  con¬ 
tract.  With  few  exceptions,  bargaining  has  been  concentrated  this  year 
on  wage  changes,  rather  than  on  pension  and  o.her  security  benefits. 
The  limited  fringe  benefits  have  consisted  largely  of  additional  paid  holi¬ 
days  and  medical  or  hospitalization  plans.  Also,  a  significant  number  of 
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2,  contracts  have  been  signed  for  a  2-year  period,  thus  improving  the  prospect 
for  industrial  peace. 

Despite  the  substantial  wage  rate  incteases  in  particular  industries,  neither 
Js  average  weekly  earnings  nor  total  wage  and  salary  incomes  have  risen  sig- 

ie  nificantly.  This  was  partly  because  of  the  delay  in  settlements  in  the  Feb- 

n  ruary-May  period,  and  partly  because  the  effects  of  recent  contract  adjust¬ 

ments  have  not  yet  been  reflected  in  the  statistics.  It  was  also  partly 
:t  because  many  workers  have  not  had  their  wages  raised,  and  partly  be- 

»y  cause  the  hours  worked  per  week  have  been  somewhat  reduced.  The 

j  workweek  in  manufacturing  industries,  which  averaged  40.4  hours  in  the 
*s  ■  last  half  of  1947,  fell  to  an  average  of  about  40.1  in  the  first  half  of  this 

:e  I  year.  Similar  decreases  occurred  in  construction,  telephones,  electric 

ts  power,  trade  and  service  industries.  On  balance,  weekly  earnings  have 

t.  been  relatively  stable  throughout  the  early  months  of  1948,  with  increases 

e  in  hourly  earnings  about  offsetting  reduction  in  hours. 

,1 

-  THE  IMPACT  OF  THREE  GOVERNMENT  ACTIONS 

^  While  these  price  and  wage  developments  v’ere  going  on,  three  important 

new  factors  were  introduced  into  the  price  picture.  The  seriousness  of  the 
j  European  situation  led  to  an  expanded  defense  program.  The  Congress 
approved  an  increase  of  approximately  3.5  billion  dollars  above  the  January 
budget  recommendations  of  1 1  billion  dollars  in  support  of  national  defense. 
At  about  the  same  time,  the  Congress  authorized  a  new  foreign  aid  program 
^  and  set  up  an  Economic  Cooperation  Administration  to  carry  the  program 
^  into  effect.  On  April  2,  Federal  taxes  were  reduced  in  an  estimated  amount 
of  5  billion  dollars  a  year.  The  impact  of  these  three  actions  will  be 
1  analyzed  before  evaluating  the  whole  prospect  for  inflation. 

r  Foreign  aid  and  domestic  supply 

[Under  the  Foreign  Assistance  Act  and  other  aid  programs,  the  Congress 
has,  over  the  past  6  months,  provided  funds  for  foreign  aid  in  an  aggregate 
I  amount  of  over  7  billion  dollars.  Over  6  billion  is  intended  for  aid  to 

Europe,  primarily  through  the  European  recovery  program.  These  funds 
are  for  use  not  later  than  the  middle  of  1949. 

The  Economic  Cooperation  Administration  was  established  by  the  Con¬ 
gress  to  administer  the  major  new  foreign  aid  programs.  The  ECA  is  in¬ 
sisting  that  the  programs  of  the  individual  participating  countries  be 
screened  by  their  joint  organization  before  being  submitted,  so  that  the  ECA 
will  receive  a  unified  program  for  all  of  western  Europe.  This  procedure 
should  serve  to  encourage  a  high  degree  of  cooperation  among  the  partici¬ 
pating  countries. 
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t*rograms  for  the  third  quarter  of  1948,  allotting  over  1.1  billion  dollars 
of  EGA  funds,  were  recently  anncanced.  Programs  for  later  periods  have 
not  yet  been  finally  determined.  Procurement  of  commodities  and  services 
including  freight,  amounting  to  over  800  million  dollars,  had  been  author¬ 
ized  by  the  EGA  up  to  July  19,  3  percent  of  this  being  for  Ghina  and 
the  rest  for  European  countries.  In  accordance  with  the  Government’s 
policy  of  maximizing  the  use  of  private  channels  of  trade,  three-quarters  of 
these  authorizations  were  for  procurement  directly  from  private  industry 
and  only  one-quarter,  representing  chiefly  agricultural  commodities,  was 
for  procurement  through  United  States  Government  agencies.  About  half 
of  the  total  consisted  of  authorizations  to  procure  goods  outside  the  United 
States,  primarily  in  Ganada,  but  including  also  the  participating  countries. 
Such  “offshore  procurement”  constitutes  the  bulk  of  the  authorizations  in 
the  cases  of  such  commodities  in  tight  supply  in  the  United  States  as  petro¬ 
leum,  nonferrous  metals,  meats,  inedible  oils  and  fats,  fertilizer,  and  lumber 
and  newsprint. 

The  foreign  aid  program  is  not  designed  to  put  props  under  our  current  j- 
business  boom.  The  unfilled  demands  of  the  American  market,  with  F 
its  enormous  purchasing  power,  would  sustain  our  prosperity  for  tlie  J 
present  even  if  foreign  markets  were  sharply  reduced.  We  are  delibt^rately 
subjecting  ourselves  to  inflationary  pressures  on  the  domestic  economy 
in  the  short-run,  in  order  to  contribute  to  international  security  and  eco¬ 
nomic  stabilization  in  the  long-run.  > 

Stabilizing  the  world  political  situation  and  restoring  peaceful  world  ^ 
trade  is  vital  to  maintaining  our  domestic  economy  on  a  high  level  of 
production  and  employment  in  the  years  to  come.  After  accumulated  ' 
demands  at  home  have  been  successfully  met  and  supply  lines  filled  up, 
the  American  economy,  to  continue  to  operate  at  high  speed,  requires  that  j 
the  world  in  which  we  trade  shall  likewise  be  active  and  prosperous.  Fur-  1 
ther  recovery  in  western  Europe  will  progressively  remove  the  need  for  f 
further  assistance  from  the  United  States  Government.  Moreover,  if  we 
pursue  proper  policies  in  international  trade,  it  will  promote  a  beneficial  ’ 
flow  of  goods  to  the  United  States  ayl  support  foreign  demand  for  our  | 
products.  I 

These  deferred  advantages,  however,  do  not  eliminate  nor  even  reduce  I 
the  present  problem  resulting  from  stimulated  exports  of  goods  while  our  I 
own  markets  are  still  not  fully  supplied.  It  is  true  that  the  total  export  | 
surplus  in  the  coming  6  months  will  probably  not  attain  the  average  rate  | 
of  1947,  even  if  our  aid  is  utilized  at  a  higher  rate  than  last  year.  The  | 
reason  is  that  foreign  countries  will  not  be  able  to  liquidate  gold  and  dollar  I 
assets  in  anything  like  the  amounts  they  did  in  1947  because  these  resources  | 
have  been  greatly  reduced;  and  the  funds  made  available  through  private  | 
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sources,  through  the  International  Bank,  and  through  the  International 
Monetary  Fund  are  not  likely  to  make  up  the  difference.  The  excess  of 
exports  over  imports  may,  however,  be  expected  to  rise  from  the  level 
reached  during  the  first  half  of  this  year,  when  operations  under  the  Eco¬ 
nomic  Cooperation  Act  had  hardly  begun. 

Even  more  significant  than  the  total  is  the  composition  of  the  bill  of 
goods  required.  Earlier  reports  on  the  impact  of  foreign  aid  upon  the 
domestic  economy  have  emphasized  that  the  pressure  upon  a  few  key 
spots  is  more  troublesome  than  the  impact  would  appear  to  be  when 
measured  in  aggregate  dollar  terms.  This  will  continue  to  be  the  case, 
with  an  important  difference  between  the  impact  upon  agricultural  sup¬ 
plies  and  the  impact  uf>on  industrial  supplies. 

In  the  case  of  agricultural  supplies,  exports  of  wheat  from  this  country 
arc  now  expected  to  be  below  the  480  million  bushels  exported  during  the 
past  crop  year.  This  reflects  the  prospects  of  unusually  good  cereal  crops 
in  western  Europe  this  year  compared  with  an  extremely  low  yield  last 
year.  This  easing  of  foreign  pressure  on  our  grain  supplies  comes  at  a 
time  when  our  own  1948  wheat  crop  is  estimated  at  a  high  figure  of  1.2 
billion  bushels  (120  million  below  last  year’s  record  crop).  Meanwhile, 
the  preliminary  outlook  for  com  offers  hope  of  a  record  crop  of  3.3  billion 
bushels  compared  with  last  year’s  2.4  billion.  In  addition,  most  of  the 
agricultural  commodities  which  arc  expected  to  be  shipped  abroad  in  larger 
quantities  this  year  than  in  1947,  such  as  cotton,  tobacco,  and  some  other 
products,  are  available  at  home  in  adequate  supply.  Thus,  the  impact  of 
the  aid  program  in  the  agricultural  area,  with  its  important  bearing  upon 
domestic  food  prices,  is  unlikely  to  be  as  serious  as  it  has  been.  Nonetheless, 
it  will  have  a  substantial  continuing  effect  in  view  of  the  extraordinarily 
high  domestic  demand. 

In  the  case  of  some  key  industrial  products,  the  foreign  aid  program  will 
continue  to  exert  great  pressure  against  tight  supply.  Although  major 
decreases  arc  expected  in  the  total  export  of  fats  and  oils,  freight  cars, 
electrical  machinery  and  apparatus,  petroleum  products,  and  coal,  the  high 
domestic  demand  for  these  products  in  relation  to  supply  will  require  the 
most  careful  screening  of  exports. 

The  rate  of  steel  exports  during  the  remainder  of  this  year,  while  lower 
than  in  1947,  is  expected  to  be  higher  than  in  the  first  part  of  this  year 
because  exports  to  western  Europe  are  exjjected  to  increase  more  than 
exports  to  the  rest  of  the  world  will  be  reduced  even  with  drastic  controls. 
Agricultural  machiner)',  in  great  demand  at  home,  is  not  expected  to  be 
exported  at  higher  rates  in  the  second  half  of  this  year  than  in  the  first 
half,  although  it  will  be  exported  at  a  higher  rate  than  in  1947. 
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While  increased  production  will  make  somewhat  larger  amounts  of 
such  important  commodities  as  steel,  agricultural  machinery,  and  fertilizer 
available  for  domestic  use,  it  may  be  said  in  summary  that  the  foreign 
aid  program  as  a  whole  will  exert  a  somewhat  greater  pressure  upon  the 
domestic  economy  in  the  second  half  of  this  year  than  in  the  first  half, 
although  somewhat  less  than  during  1947. 

Defense  demands  and  civilian  supply 

The  original  recommendations  last  January  in  the  Budget  Message 
called  for  only  a  slight  expansion  of  our  national  defense  program.  The 
total  authority  to  obligate  funds  for  national  defense  during  the  fiscal  year 
1948  was  10.4  billion  dollars,  and  the  Budget  Message  requested  a  total 
authorization  for  the  fiscal  year  1949  of  10.9  billion.  This  increase  was 
accounted  for  mainly  by  the  universal  training  program  proposed  at  that 
time  and  by  a  larger  stockpiling  program. 

Unhappily,  the  course  of  events  made  it  clear  that  a  prudent  regard  for 
maintaining  the  peace  called  for  expanded  programs  in  all  areas  of  national 
defense.  Following  recommendations  for  an  enlarged  program,  the  Con¬ 
gress  approved  such  expansion  during  the  last  session.  For  the  fiscal  year 
1949,  total  appropriations  and  contract  authorizations  in  the  amount  of 
about  14.4  billion  dollars  have  now  been  approved — about  3.5  billion  dollars 
above  the  amount  recommended  last  January.  Included  in  this  increased 
program  is  525  million  dollars  authorized  for  the  stockpiling  of  strategic 
and  critical  materials.  In  addition  to  the  defense  program,  about  100 
million  dollars  have  been  authorized  for  related  expansion  for  the  merchant 
shipbuilding  program,  and  84  million  not  obligated  last  year  has  been 
extended.  The  largest  increase  in  defense  expenditures  is  accounted  for  by 
a  very  rapid  stepping-up  of  the  aircraft  program.  There  will  also  be  a  sub¬ 
stantial  increase  in  the  personnel  of  the  Armed  Forces  and  in  procurement 
for  the  Army  and  the  Navy. 

TTiese  increased  authorizations,  it  is  true,  in  the  main  provide  the  basis 
for  future  expansion,  and  will  have  relatively  little  effect  on  cash  payments 
for  defense  programs  during  the  last  half  of  this  year.  During  the  first  half 
of  the  calendar  year  1948  cash  payments  in  support  of  national  defense  were 
running  at  an  annual  rate  of  about  10.9  billion  dollars.  \Vith  the  new  pro¬ 
grams,  it  is  estimated  that  during  the  second  half  of  this  year  the  annual 
rate  of  payments  will  increase  by  about  800  million  dollars.  (See  appen¬ 
dix  A,  table  8.)  Most  of  the  additional  cash  payments  will  be  made  in 
subsequent  years.  Looking  at  the  matter  only  for  the  short  run,  it  might 
be  thought  that  such  an  increase  in  expenditures  for  defense  does  not  have 
very  significant  consequences  in  an  economy  where  the  gross  national  prod- 
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uct  is  running  at  almost  a  250  billion  dollar  level.  There  are,  however,  two 
reasons  why  the  impact  on  the  national  economy  will  be  substantial. 

The  first  reason  is  that  the  commitments  involved  in  this  stepping-up  of 
the  military  establishment  represent  a  rising  trend.  This  does  not  mean 
that  new  defense  proposals  will  be  made ;  whether  or  not  that  will  be  neces¬ 
sary  no  one  can  now  say.  It  means  simply  that  the  program  now  under  way 
will  involve  an  increasing  rate  of  outlays  over  the  next  3  years.  The 
planning  and  contracting  for  these  rising  expenditures  will  have  economic 
impacts  in  advance  of  actual  expenditures.  They  support  anticipations 
of  high  business  volume  and  high  consumer  incomes.  They  equally  sup¬ 
port  anticipations  of  pressures  upon  the  labor  supply  and  shortages  of 
raw  materials  and  key  industrial  products.  Some  of  these  effects  are  already 
beginning  to  appear. 

The  second  reason  for  the  substantial  impact  of  the  defense  program 
upon  the  domestic  economy  is  that  there  is  now  little  slack  in  the  use  of 
our  productive  capacity.  Particular  industries  of  great  importance  to  the 
defense  program  are  already  severely  overburdened,  and  particular  materials 
arc  in  short  supply. 

On  the  side  of  materials,  the  program  for  the  stockpiling  of  strategic 
and  critical  materials  will  give  rise  to  important  imp.’.cts.  To  carry  out  this 
program,  the  Congress  has  to  date  provided  funds  and  contract  authori¬ 
zations  totaling  800  million  dollars.  Of  this  amount,  500  million  dollars' 
were  in  appropriations  and  300  million  in  contract  authorizations. 

The  big  impact  of  stockpile  procurement  is  yet  to  come;  a  major  fraction 
of  the  funds  available  will  not  be  spent  until  later  years.  Purchases  thus  far 
have  been  limited,  since  the  needed  materials  have  been  in  short  supply 
even  for  current  industrial  use.  Actual  payments  for  deliveries  from  new 
procurement  through  June  30,  1948,  were  less  than  100  million  dollars. 
While  there  is  no  absolute  certainty  about  the  rate  of  stockpiling  procure¬ 
ment  in  the  future,  the  funds  available  are  sufficient,  if  rapidly  spent,  to 
have  a  sharp  impact  in  the  basic  materials  markets.  The  rate  at  which 
the  balance  of  about  700  million  dollars  already  authorized  will  be  spent 
during  the  next  12  months  is  still  to  be  determined,  but  it  will  be  stepped 
up  considerably. 

The  direct  requirements  of  the  military,  maritime,  atomic  energy,  and 
foreign  aid  programs  in  the  next  12  months  will  absorb  significant  per¬ 
centages  of  the  prospective  supply  of  such  materials  as  copper,  zinc,  and 
lead.  Attainment  of  the  stockpile  goals  deemed  necessary  to  our  national 
security  would  require  setting  aside  additional  amounts  annually  for  several 
years.  As  it  will  not  be  possible  to  increase  supplies  of  these  materials 
substantially  in  the  near  future,  the  removal  of  considerable  amounts  of 
them  from  the  market  for  stockpiling  purposes  would  encroach  upon  the 
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level  of  industrial  production  at  many  points.  One  serious  consequence 
would  be  a  substantial,  and  possibly  in  some  instances  drastic,  rise  in 
prices.  Another  would  be  the  impairment  of  current  civilian  production. 
To  hold  tile  economic  impact  to  the  minimum  consistent  with  satisfactory 
stockpiling  progress,  it  will  be  necessary  to  keep  the  procurement  program 
flexible,  to  give  careful  attention  to  its  impact  on  other  essential  programs 
and  to  stimulate  new  production. 

The  shortages  which  the  national  defense  program  will  in  due  course  ac¬ 
centuate  are  not  limited  to  materials  marked  for  stockpiling.  Aluminum  is 
a  case  in  point.  In  view  of  the  increased  requirements  for  aircraft,  mili¬ 
tary  requirements  for  aluminum  in  the  fiscal  year  1 948-49  amount  to 
more  than  4  percent  of  the  supply.  Further  expansion  of  aluminum  pro¬ 
duction  draws  heavily  on  the  electric-power  supply  in  regions  where  it 
is  already  short.  Although  electric-power  capacity  was  greatly  expanded 
during  the  war,  the  peacetime  load  of  a  civilian  population  with  steady 
work  and  good  incomes  promptly  took  up  the  whole  electric  capacity  and 
as  a  result  an  expansion  program  running  several  years  ahead  was  launched. 
The  electric-jx)wcr  shortage  cannot  easily  be  relieved  by  turning  to  fuel  oil 
and  natural  gas,  because  of  shortage  of  pipe  and  drilling  equipment ;  nor  by 
turning  to  coal,  because  of  shortage  of  cars  and  generators. 

Steel  is  another  case  in  point.  The  principal  voluntary  allotments 
already  made  or  under  consideration  under  Public  Law  395  (military, 
atomic  energy,  housing,  freight  cars,  barges,  and  oil  and  gas  industry  equip¬ 
ment),  together  with  EGA  and  maritime  program  requirements,  would 
absorb  in  this  flscal  year  nearly  a  quarter  of  the  total  supply  of  steel  mill 
products  and  more  than  half  the  supply  of  some  specific  products  such 
as  plates  and  pipes  and  tubing. 

For  steel  and  most  of  the  other  strategic  materials,  the  task  in  hand  is 
not  simply  to  assure  adequate  supplies  for  the  defense  program  and  a  few 
others  of  top  priority.  Expanded  allocations  to  specific  programs,  if  effec¬ 
tively  accomplished,  reduce  the  remaining  supply  available  for  all  other 
needs.  Most  consumers  of  steel  outside  the  present  and  contemplated 
voluntary  allocation  categories  will  have  less  steel  in  the  next  12  months 
than  they  had  during  the  past  12  months.  Consumers  who  have  been 
able  to  acquire  their  own  steelmaking  facilities  will  be  in  a  preferred  posi¬ 
tion.  Many  of  the  uses  of  strategic  materials  not  included  in  the  pre¬ 
ferred  programs  are  essential  directly  for  the  maintenance  of  civilian  out¬ 
put,  and  indirectly  for  meeting  our  military  and  foreign  aid  commitments. 
These  needs  cannot  be  indiscriminately  reduced.  Nor  can  the  fulfillment 
of  these  needs,  without  great  damage,  be  left  to  a  scramble  for  supplies  by 
unlimited  bidding-up  of  prices,  or  handled  on  the  b.asis  of  historical  trade 
quotas  bearing  little  relation  to  essentiality. 
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The  instruments  now  available  for  the  domestic  allocation  of  commod¬ 
ities  in  short  supply  do  not  afford  adequate  safety  in  the  face  of  present 
and  prospective  pressures.  There  are,  for  example,  provisions  for  the  do¬ 
mestic  allocation  of  antimony,  tin  and  tin  products,  and  mandatory  power 
under  the  Selective  Service  Act  to  allocate  steel  for  military  requirements 
and  to  assign  priorities  for  materials  and  products  procured  for  the  military 
and  atomic  energy  programs.  These  mandatory  pK>wers,  however,  apply 
to  only  a  small  portion  of  the  demand  for  the  materials  which  they  cover. 

Thus  generally  under  the  legislation  now  in  force,  only  voluntary  alloca¬ 
tion  procedures  are  available  to  distribute  the  supply  of  scarce  commodities. 
This  results  in  two  grave  difficulties.  The  first  of  these  difficulties  is  that 
rapid  progress  toward  our  stockpiling  goals  would  require  curtailment  of 
domestic  civilian  consumption  to  a  greater  extent  than  voluntary  programs 
can  accomplish.  If  either  stockpiling  or  other  procurement  programs 
should  be  substantially  accelerated,  there  is  serious  doubt  of  the  ultimate 
adequacy  of  existing  measures  to  meet  the  problems  of  inflation,  disorgan¬ 
ization  of  production,  and  harm  to  small  business  which  would  arise  from 
aggravated  specific  commodity  shortages.  The  second  difficulty  is  that,  with 
the  weak  tools  now  available,  the  orderly  handling  of  essential  stockpiling 
and  procurement  programs  may  be  jeopardized  in  an  effort  to  avoid  dis¬ 
ruption  of  the  general  economy. 

One  further  impact  of  the  expanded  defense  program  derives  from 
its  manpower  requirements.  These  will  not  be  very  great  in  1948,  but  it  is 
estimated  that  new  defense  needs  will,  within  a  year  from  now,  call  for  the 
services  of  about  1  million  persons  as  additions  to  the  armed  forces,  civilian 
employees  of  the  armed  forces,  and  workers  for  producing  military  equip¬ 
ment.  These  manpower  requirements  of  the  defense  program  can  only 
in  part  be  drawn  from  new  accessions  to  the  labor  force.  There  will  arise 
numerous  labor  shortages  in  some  areas  of  the  country.  Some  plants  under¬ 
going  a  marked  expansion  will  experience  manpower  shortages,  particularly 
of  key  skilled  and  professional  personnel,  such  as  tool  and  die  makers, 
instrument  makers,  physicists,  chemists,  and  aeronautical  engineers.  This 
will  cause  disturbances  in  some  spheres  of  civilian  production,  and  upward 
pressures  on  wages  and  other  costs. 

The  impact  of  tax  reduction 

As  shown  in  the  discussion  of  government  transactions  on  page  18,  the 
consolidated  cash  surplus  of  Federal  payments  over  receipts  during  the  fiscal 
year  1948  amounted  to  8.9  billion  dollars,  of  which  7.6  billion  came  in  the 
first  half  of  the  calendar  year  1948.  Under  reduced  taxes,  it  now  appears 
that  in  the  second  half  of  the  calendar  year  1948  there  will  be  only  a  small 
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surplus,  if  any,  although  a  sharp  rise  in  prices  and  incomes  under  the  pressure  | 
of  inflation  might  operate  to  increase  Treasury  receipts  materially.  ^ 

The  drastic  reduction  in  the  surplus  from  the  level  prevailing  during  the  p 

first  half  of  the  calendar  year  1948  is  not  due  solely  to  tax  reduction,  but  j 

is  due  in  part  to  increased  expenditures,  especially  those  resulting  from  the 
enlarged  defense  program.  The  decline  in  the  surplus  attributable  to  the 
adoption  by  the  Congress  of  the  Tax  Revenue  Act  of  1948  would  amount,  ^ 

over  a  full  year’s  operation  at  present  income  levels,  to  about  5  billion  dollars.  ’ 

This  tax  reduction  will  strengthen  consumer  exp>enditurcs.  Taxpayers  with  o 

net  incomes  of  $5,000  or  less  will  receive  a  total  tax  reduction  of  about  u 

3  billion  dollars;  a  total  of  2  billion  dollars  of  tax  reduction  will  accrue  to 
those  in  the  higher-income  brackets.  In  the  light  of  these  figures,  it  seems  « 
reasonable  to  estimate  that  the  tax  reduction  bill  will  result  in  an  increase 

in  the  annual  rate  of  consumer  spending  of  somewhere  between  3  and 

4  billion  dollars.  * 

The  tax  reduction  occurred  at  a  time  when  the  international  situation 

imp>elled  us  to  adopt  additional  programs  for  national  defense  and  foreign 
aid.  It  sharply  reduces  the  large  surplus  at  a  time  when  inflationary  forces 
arc  still  present  and  thereby  removes  our  principal  protection  against  the 
strengthening  of  these  forces.  I 
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III.  The  Issue  Between  Inflation 
and  Stabilization 

IN  the  preceding  pages,  the  problem  of  inflation  has  stood  at  the  center 
of  the  picture.  The  upsurge  of  various  elements  in  the  price  and  in¬ 
come  structure  has  introduced  unsettling  factors  which  are  clearly  incom¬ 
patible  with  stable  prosjjerity  and  increasing  national  security.  At  the 
very  heart  of  sound  economic  policies  must  be  the  desire  to  help  achieve 
greater  stability  and  more  permanently  workable  relationships  as  rapidly 
as  jXJssible. 

From  time  to  time  since  the  war,  there  have  been  brief  periods  when 
we  appeared  to  be  moving  toward  such  stabilizing  relationships.  But 
each  time  this  prospect  was  soon  upset  by  some  new  factor  of  curtailed 
supply  or  expanded  market  demand  which  unleashed  again  the  unsettling 
forces  of  inflation.  Effective  adjustment  policies  have  been  hard  to  devise 
and  harder  to  get  accepted  and  applied. 

We  appear  now  to  be  once  more  at  a  stage  of  renewed  instability,  with 
many  prices  reaching  for  the  easy  dollars  that  a  still  undersupplied  market 
is  ready  to  yield ;  with  recent  and  prospective  wage  settlements  contributing 
to  the  upward  process;  with  market  demand  again  being  stimulated  by 
the  accelerating  procurement  programs  of  foreign  aid  and  national  defense ; 
and  with  continuing  scarcities  of  numerous  key  materials.  Tax  reduction 
has  added  to  consumer  and  business  demand  in  the  market,  but  it  is  inca¬ 
pable  of  stimulating  a  proportionately  larger  flow  of  goods  from  our  already 
overloaded  plants,  fully  employed  labor  force,  and  still  overstrained 
supply  lines. 

The  presence  of  these  inflationary  factors  docs  not  mean  that  we  are  on 
the  threshold  of  an  inflationary  orgy  of  the  “run-away”  kind.  While 
alarmists  refer  to  our  present  currency  as  “printing  press  money,”  sober 
students  do  not  see  in  the  present  monetary  situation  any  real  analogy  with 
Continental  and  Confederate  currency  episodes  or  the  more  recent  collapse 
of  the  currencies  of  numerous  countries  in  Europe  or  elsewhere  after  both 
World  Wars. 

Of  course,  the  United  States  dollar  has  had  its  real  value  lowered  in  the 
course  of  the  economic  readjustments  induced  by  World  War  II.  And 


43 


there  is  no  likelihood  of  a  near-time  restoration  of  that  former  value.  But  * 
there  is  nothing  sacred  about  the  price  marks  of  1939  or  1926,  and  the 
attempt  to  restore  them  would  probably  create  more  hardship  than  it  ■ 
would  alleviate.  ^ 

To  be  sure,  we  want  to  achieve  reasonable  steadiness  of  the  dollar, 
although  at  a  price  level  necessarily  higher  than  in  prewar  times.  But  the  j 
process  of  monetary  adjustment  is  only  one  ingredient,  and  in  a  sense  only  a  ; 
byproduct,  of  adjusting  relationships  within  the  price-income  structure  so 
as  to  facilitate  and  maintain  maximum  production  and  employment.  The  a 
practical  question  now  is  how  these  adjustments  may  be  wrought,  primarily  " 
in  the  context  of  the  bargaining  and  compromising  through  which  the  | 
parties  at  interest  work  out  their  rival  claims  in  a  free  economy,  but  subject  | 
to  the  guiding  influences  of  appropriate  public  policies.  | 

In  this  process  as  it  is  now  unfolding,  there  are  complex  forces  some  I 
working  to  lessen  and  others  to  intensify  inflationary  pressures.  In  attempt-  ^ 
ing  to  judge  what  balance  these  competing  forces  may  work  out,  we  begin 
by  examining  some  of  the  factors  that  reduce  the  pressure  of  inflation.  | 
Outstanding  among  these  is  the  fact  that,  in  many  fields  of  production,  the  | 
supply  situation  is  greatly  improved.  | 

One  such  development  was  dramatized  by  the  Department  of  Agricul-  f 
ture  crop  report  of  July  9.  It  opened  with  these  profoundly  significant  i- 
sentcnces :  | 

Crop  production  in  1948  promises  to  surpass  that  of  the  outstanding  year  of  [ 
1942,  and  the  record  set  in  1946.  *  *  *  a  record  [corn]  production  of  3,329 
million  bushels  is  now  indicated.  The  wheat  prospect  1,242  million  bushels  is  an  r 
improvement  of  4  percent  over  earlier  forecasts  and  will  be  the  second  largest  crop  f 
in  our  history.  *  *  *  Cotton  acreage  is  10  percent  larger  than  in  1947.  I 

*  *  *  All-crop  prospects  arc  reported  above  the  average  of  the  past  ten  years 

and  as  good  as  in  1946.  Current  estimates  indicate  an  aggregate  production  about 
128  percent  of  the  1923-32  average,  compared  with  123  percent  in  1942  and  126  ; 

percent  in  1946. 

Despite  our  high  degree  of  industrialization,  the  tremendous  importance 
of  agriculture  cannot  be  overlooked.  The  world  shortage  of  foods  and 
other  products  of  agricultural  origin,  continuing  up  to  this  year,  has  had  an 
immense  inflationary  impact  upon  the  whole  price  structure  through  the 
relations  that  farm  prices  have  to  the  cost  of  living  and  to  industrial  wages,  I 
prices,  and  profits.  Although  the  full  effects  will  not  be  felt  for  some  I 
time,  greater  abundance  in  basic  agricultural  crops  should  be  of  signal  aid 
in  the  checking  of  inflation  and  the  progressive  working  out  of  reasonably  ^ 
stable  relationships. 

That  end  would  not  be  promoted  if  the  enlargement  in  supply  of  farm  i 
products  were  to  coincide  with  some  serious  curtailment  of  demand  to  ! 
produce  a  collapse  of  farmers’  incomes.  Such  a  collapse  shortly  after  ^ 
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World  War  I  spread  to  rural  merchants  and  bankers,  to  manufacturers 
of  farm  equipment  and  consumer  goods,  and  to  other  commodity  markets. 
But  the  repetition  of  such  a  debacle  today  is  precluded  by  a  policy  of  farm 
income  supports,  implemented  by  procedures  worked  out  and  tested  over 
the  past  twenty  years,  though  not  yet  perfected. 

A  second  factor  which  should  significantly  work  against  further  inflation 
is  the  increase  in  industrial  expansion.  We  appear  to  be  nearing  the  end  of 
the  strong  impact  of  war-crcat('d  shortages  of  plant  and  inventory.  While 
industrial  output  has  increased  less  rapidly  than  extremely  favorable  pro¬ 
duction  conditions  had  led  us  to  expect,  it  should  progressively  show  the 
effect  of  nearly  3  years  of  added  capital  investment  upon  a  vast  scale.  As 
an  enlarged  and  modernized  industrial  plant  gets  shaken  down  and  its  crews 
trained  to  maximum  eflicicncy,  domestic  backlogs  of  orders  will  be  worked 
down,  and  the  increased  flow  of  final  products  will  permit  the  great  demands 
upion  the  productive  system  to  be  met  more  easily  and  will  ease  the  pressure 
on  prices. 

These  favorable  factors  on  the  physical  side  are  reinforced  by  numerous 
indications  of  improved  economic  understanding  and  broader  objectives  on 
the  part  of  those  who  operate  our  business  system.  It  cannot  fairly  be  said 
that  they  have  rushed  blindly  ahead  in  the  boom  spirit  of  past  expansionary 
periods.  A  sense  of  caution  has  been  attained  by  industrialists,  merchants, 
and  bankers  with  regard  to  inventories,  credit  expansion,  and  construction 
plans.  Some  unions  have  applied  moderation  to  their  wage  demands,  and 
some  manufacturers  and  distributors  have  sought  to  hold  prices  against 
further  advances  or  have  initiated  reductions,  as  a  means  of  doing  something 
positive  to  stem  inflation. 

If  international  tension  lessens,  the  lightening  of  both  the  physical  and 
psychological  impact  on  our  economy,  with  its  great  productive  potential, 
would  sharply  reduce  inflationary  pressure  at  important  points.  We  might 
then  rather  promptly  be  put  to  the  test  to  show  whether  our  producers 
and  distributors  could  make  price  and  cost  adjustments  fast  enough  to 
continue  employment  and  production  without  serious  cutbacks. 

In  spite  of  the  counterinflationary  factors  enumerated,  it  remains  true 
that  inflation  is  still  very  much  with  us.  The  nature  of  this  continued 
inflation  has  been  treated  in  detail  in  the  preceding  sections  of  this  report. 
It  can  be  summarized  briefly  as  three  interrelated  phases  of  one  complex 
process. 

First,  there  is  the  fact  that  demand  in  most  categories  has  been  expand¬ 
ing  and  may  expand  further.  Consumer  demand  is  running  high,  particu¬ 
larly  under  the  impact  of  tax  reductidn  and  wage  increases.  Rising  resi¬ 
dential  construction  and  heavy  investment,  fed  by  high  profits,  add  to 
businesss  demand.  Government  expenditures  are  rising.  Thus  the  sum 


total  of  effective  demand  of  all  types  still  continues  to  press  against  a  supply 
that  increases  only  slowly.  This  excess  of  demand  may  not  be  as  general 
as  it  was  when  postwar  shortages  were  at  their  peak.  The  inflationary 
pressure  is  perhaps  more  selective  than  it  was,  but  it  is  still  a  major  factor 
in  the  price  situation. 

Second,  the  inflationary  effects  have  been  multiplied  through  the  price- 
wage  spiral.  Developments  of  the  last  few  months  have  had  a  cumulative 
effect  of  great  importance  at  the  very  base  of  our  industrial  structure.  The 
recent  attempt  to  hold  industrial  wages  and  reduce  prices  of  industrial  goods 
has  evaporated.  Substantial  wage  increases,  which  often  have  been  made  in 
order  to  catch  up  with  previous  price  increases,  have  been  accompanied  in 
turn  or  promptly  followed  by  substantial  rises  in  the  prices  in  industrial 
goods.  Production  costs  are  still  rising,  and  while  many  businesses  can  pass 
them  along  in  higher  prices,  there  are  others  that  are  obviously  squeezed. 
Capacity  to  pay  for  high-priced  materials  is  not  necessarily  distributing  them 
in  the  way  most  consonant  with  economic  efficiency.  Railroad  freight  and 
passenger  rates  have  been  materially  increased,  and  utilities  in  many  in¬ 
stances  have  been  granted  advances  by  public  utility  commissions  while 
others  have  requests  for  such  advances  pending.  This  upward  movement 
of  prices  is  linked  on  the  one  side  to  the  third  round  of  wage  increases  and 
linked  on  the  other  to  active  talk  of  a  fourth  round. 

The  rising  cost  of  living  is  imposing  intense  hardship  upon  millions  of 
individuals  who  are  not  strategically  located  to  participate  in  the  upward 
movement.  Meat  prices  continue  to  rise,  while  the  prospectively  large 
supply  of  grain  will  have  little  power  to  enlarge  the  supply  of  meat  through¬ 
out  the  remainder  of  this  year  and  indeed  may  operate  somewhat  to  reduce 
it.  While  improved  grain  stocks  next  year  will  have  important  effects  on 
the  prices  of  livestock  products,  they  cannot  in  the  immediate  future  coun¬ 
teract  the  strong  inflationary  forces  which  control  our  markets. 

Third,  credit  expansion,  partly  a  cause  and  partly  a  result  of  inflation,  still 
persists.  The  spiraling  increase  in  prices  and  wages  can  continue  only  so 
long  as  business  can  replenish  its  working  capital  from  bank  credit  or 
through  the  conversion  of  liquid  assets. 

•  Almost  as  significant  in  its  disturbing  effect  as  the  statistically  demon¬ 
strable  evidences  of  inflation  is  the  persistent  uneasiness  which  it  breeds,  an 
uneasiness  which  could  expand  into  a  profoundly  disruptive  force  if  it  is 
not  removed  by  dealing  with  the  specific  factors  which  are  its  causes.  The 
deep  significance  and  reality  of  this  uneasiness  in  the  presence  of  inflation 
was  clearly  illustrated  by  the  conditions  surrounding  the  break  in  com¬ 
modity  prices  early  in  1948.  A  tremor  of  uncertainty,  even  of  fear,  ran 
through  the  whole  economy,  and  for  a  short  time  there  were  many  who 
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thought  that  we  were  close  to  a  serious  and  general  downturn  in  employ¬ 
ment  and  production. 

Fortunately,  that  particular  break  turned  out  to  be  corrective  rather 
than  disastrous.  But  this  should  not  blind  us  to  the  fact  that  there  were 
special  circumstances,  already  referred  to,  which  isolated  its  significance  and 
which  could  not  be  counted  upon  to  protect  us  under  other  circumstances. 
Besides  the  farm  price-support  program,  which  gave  assurance  to  the  busi¬ 
ness  community  at  large,  the  break  was  shortly  followed  by  other  events 
in  the  economy  which  fortified  optimistic  business  sentiment. 

But  we  cannot  ignore  the  prospect  that  unworkable  relationships  in  the 
price  structure,  necessarily  the  outgrowth  of  unconquered  inflation,  may 
lead  to  a  break  in  some  other  sector  of  the  economy  where  the  consequences 
wc  1  not  thus  be  isolated.  If  attendant  developments  which  cannot  be 
foreseen  did  not  serve  substantially  to  counteract  it,  this  break  well  might 
carry  our  highly  sensitive  economy  into  a  general  recession  of  serious  pro¬ 
portions. 

In  short,  we  have  this  very  year  had  a  significant  warning  while  there 
has  still  been  opportunity  to  act  in  time.  Far  from  being  satisfied  because 
the  lack  of  action  thus  far  taken  has  not  yet  reaped  the  ultimate 
consequences  of  inflation,  we  should  profit  by  this  warning  and  vigorously 
seize  the  additional  grant  of  time  that  circumstances  have  accorded  to  us. 
The  most  dangerous  error  that  could  overtake  us  as  a  nation  would  be  to 
assume  that  the  problem  has  disappieared,  or  that  our  efforts  should  be 
abated  because  we  have  thus  far  avoided  serious  reverses  or  because  the 
basic  conditions  for  continued  prosperity  appear  to  be  sound.  It  is  typical 
for  inflationary  and  sfieculative  booms  to  collapse  while  business  sentiment 
is  still  confident. 

It  is  not  enough  to  be  satisfied  with  quick  and  crude  adjustments  by 
which  our  economy  can  “get  by”  from  month  to  month  or  year  to  year, 
still  under  the  momentum  of  forces  engendered  during  the  4-year  war 
period.  No  one  can  foretell  precisely  when  some  event  or  series  of  events 
might  touch  off  a  change  in  the  economic  situation  more  rapidly  than  we 
were  prepared  to  deal  with  it.  It  is  of  ever-increasing  importance  that 
the  policies  and  actions  of  private  business,  labor,  agriculture,  and  Govern¬ 
ment  should  move  toward  economically  sound  relationships  so  that  the 
postwar  boom  may  be  succeeded  by  a  sustained  prosperity  based  on  the 
maximum  reasonable  use  of  our  productive  resources. 

In  the  Employment  Act  of  1946  the  Congress  declared  the  continuing 
policy  of  the  Government  to  “coordinate  and  utilize  all  its  plans,  functions, 
and  resources”  to  bring  about  and  maintain  maximum  production  and 
employment  and  to  preserve  and  strengthen  our  economy  of  free  competitive 
enterprise.  This  plan  of  action  requires  that  we  shall  always  look  to  the 
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independent  factors  in  our  business  world  to  adjust  their  policies  so  intel¬ 
ligently  that  the  imbalances  which  are  inevitable  in  our  highly  dynamic 
economy  shall  be  temporary  and  shall  not  accumulate  until  they  destroy 
business  stability. 

The  role  of  the  Government  as  contemplated  in  the  Employment  Act 
ordinarily  is  to  develop  its  own  activities  and  organize  the  policies  which 
affect  business  in  such  a  way  as  to  facilitate  these  needed  voluntary  adjust¬ 
ments.  But  if  eeonomie  maladjustments  become  so  serious  that  the  volun¬ 
tary’  action  is  clearly  inadequate  to  halt  threatening  trends  in  the  economy, 
the  power  of  Government  must  be  used  where  the  President  and  the 
Congress  deem  necessary  to  forestall  serious  damage  to  the  public  interest. 

The  comprehensive  wartime  controls  over  business  were  rapidly  remo\  ed 
after  the  close  of  hostilities.  Voluntary  action  has  been  increasingly  relied 
upon  to  maintain  business  activity  at  a  high  level  without  permitting  serious 
maladjustments  to  arise.  The  files  of  our  business  journals  show  that  wide 
attention  has  been  given  to  the  desirability  as  well  as  the  need  for  every 
business  firm  to  adjust  its  own  policies  so  that  it  may  contribute  its  share 
to  stabilization.  The  attitude  and  effort  of  thousands  of  less  conspicuous 
firms  deserve  to  be  recognized  along  with  the  better  publicized  actions 
of  a  few  of  our  most  important  business  corporations  which  have  held 
down  or  actually  reduced  prices  in  a  boom  market  for  the  express  purpose 
of  furnishing  leadership  in  an  effort  to  halt  the  inflationary  movement. 

The  same  attitude  has  been  exhibited  by  a  large  number  of  the  most 
important  leaders  of  organized  labor,  who  have  earnestly  and  with  some 
success  postponed  or  moderated  the  urgent  demands  of  members  of  their 
labor  unions  for  wage  increases  to  meet  the  rising  cost  of  living.  Farmers 
have  frankly  expressed  their  uneasiness  about  the  situation  which  was  being 
created  by  rising  prices  even  though  they  have  been  beneficiaries  thereof, 
but  the  nature  of  this  industry  gives  them  little  opportunity  to  take  posi¬ 
tive  measures.  Consumers  have  reserved  large  amounts  of  their  savings 
bonds  and,  despite  the  pressure  of  high  prices,  have  made  large  annual 
additions  to  current  savings. 

While  this  spreading  sense  of  responsibility  and  of  caution  promises 
much  for  the  success  of  our  economy  in  meeting  problems  of  adjustment 
in  the  future,  the  forces  with  which  we  now  contend  have  proved  to  be 
too  strong  for  the  countervailing  efforts  of  individual  factors  in  the  busi¬ 
ness  world.  The  workers  have  seen  the  cost  of  liv'ng  continue  to  mount, 
and  to  them  it  seems  that  any  restraint  they  have  shown  has  only  brought 
them  sacrifice  without  corresponding  benefits  to  the  public.  The  business 
firms  which  have  held  down  their  prices  can  only  feel  that  they  have 
permitted  others  to  increase  their  profits,  and  they  have  not  halted  the 
inflation. 


48 


A  real  difficulty  with  the  wholly  voluntary  solution  is  that  it  requires 
simultaneous  action  by  workers,  businessmen,  and  consumers.  But  no 
individual  or  group  can  have  firm  assurance  that  the  inflation  will  be 
stopped.  It  is  therefore  necessary  that  the  Government  should  have  and 
use  powers  in  the  interest  of  economic  stability,  to  supplement  the  strength 
of  individual  actions,  to  give  them  common  direction,  and  to  prevent  their 
dissipation  through  mutual  conflict  of  purpose.  Only  with  the  support 
of  wise  and  vigorous  Government  action  can  the  effectiveness  of  voluntary 
actions  be  assured. 


